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NORTHERN 
IRELAND 


An integral part of the United 
Kingdom of Great Britain and 
Northern Ireland. Its major 
industries, Agriculture, Ship- 
building, Linen Manufacture, 
Aircraft Construction, Tobacco 
Manufacturing, Rope Making, 
Engineering, the manufacture 
of Textile Machinery, and 
many other smaller industries, 
continue to play their full part 
to win the battle of Britain’s 
economic recovery. 
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The total value of the Imports 
and Exports of Northern 
Ireland during 1949 amounted 
to £365,000,000, or, in other 
words, an average value of 
the trade of Northern Ireland 
exceeded £7,000,000 a week. 
The industries of Northern 
Ireland bring high wages to the 
workers, who, therefore, have 
money to spend--a market 
of splendid opportunity for 
the National advertiser. 
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SIR WILLIAM HADWICK 
(chief general manager of the National Provincial Bank, who was knighted in the 


N last Birthday Honours) 
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the late | 





Yes. he’s late again. Late to leave the office. Late to get home. Late to 
realize that vesterday’s business machines and methods cannot keep pace 





with the tempo of today’s business. 






The irony is this that the answer to his problems is no farther away 
than the telephone on his desk. And some day, instead of calling his wife 
to say he won't be there for dinner, hell pick up that phone and call 






Burroughs. 






Together, he and the Burroughs representative will make plans to put 
the “book-keeping” of business on a production basis, to produce 






promptly the day-to-day figures he must have to make the right decisions. 






Modern, time-saving Burroughs machines will replace time-wasting relics 





of another day. New methods and procedures, based on Burroughs 






experience with British business leaders, will be applied. In short, the 





office will be mechanized to get work done on time, at less cost, with less 
effort. 
. 
If this puts a &) in vour bonnet, reach for the phone book and look 
up Burroughs Adding Machine Limited (in London, RE-Gent 7061). 









Wherever there’s business there’s 


“ @ 
Burroughs © 


BURROUGHS ADDING MACHINE LIMITED 
Head Office: Avon House, 356-366 Oxford Street, London, W.1 
I STRATHLE VEN (Scotland) 
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ADDING - CALCULATING - ACCOUNTING - STATISTICAL MACHINES 











A Banker’s Diary 


SOMEWHAT unexpectedly, the gilt-edged market has resumed its pre-Korea 
rise this month—the longer -term stocks starting from a price level between 
one and two points lower than that attained in the third 

Gilts and week in June. When the news of the Korean war first hit 

Rearmament the markets, it will be remembered, prices fell fairly sharply 
from what many even then regarded as an uneasy height— 
21 per cent. Consols dropping from 71} to 683 in a week. Throughout July 
and early August, the uncertainty of the strategic picture still caused price 
movements to be narrow and non-committal. By the morrow of the August 
Bank Holiday, however, the City had apparently awakened to the realiza- 
tion that the Korean crisis, whatever else it had done, had not provoked 
general stampede by investors for liquidity. From about August 9, therefore, 
a slow trickle al marginal investment funds began to come back into the market, 
institutions turned again to their former policy of gradually lengthening the 
average life of their portfolios and prices started to edge forward again. 

Is this resumed rise logical ? Two reasons are currently put forward to 
justify it. First it is said that gilt-edged prices in the past have customarily 
reflected the fortunes of the sterling area’s gold and dollar reserves; the 
prospect that these will now show a steady increase is immeasurably better 
than at any time since the war. This line of argument, however, is surely 
based on false reasoning. Hitherto, the changing level of the gold and dollar 
reserves has been the most sensitive barometer of the extent to which the 
sterling area has been attempting to live beyond its means—or, in other words, 
of the extent to which inflation has been nibbling at the strength of the British 
economy and presaging eventual corrective measures. Gilt-edged prices have 
reacted in the past in face of the malady and its threat and not just in face 
of the symptom—and few would now argue that the malady of inflation and 
the threat of corrective measures may not loom before the British economy 

.en though there may be no prospect that one of inflation’s former symptoms 
will recur. 

The rather complacent assumption that a prospective increase in the dollar 
reserves should lead to a fall in interest rates accords strangely with the second 
argument currently put forward by those who take a bullish view of the 
market. This argument is that the Government will have to borrow heavily 
to meet its defence expenditures over the next few years and will therefore be 
concerned to groom the market—and the level of interest rates—to its needs. 
But to force interest rates down in the face of rising pressure would require 
deliberate credit creation; and, with the lessons of the Daltonian fiasco in 
mind, the authorities would surely avoid such tactics unless they envisaged 
an economy in which the surplus money thus created could be held back from 
chasing scarce goods by a new dam of physical controls. There is much reason 
to doubt whether the moral sanctions of a still tepid war would be sufficient 
to set all hands to the task of keeping that dam in being (instead of, as in 
post-war years, to the much more congenial task of trying to poke a private 
loophole through it). The broad economic policies to which the Government 
seems likely to be driven are discussed in a leading article of this issue; it 
should be said at once, however, that there is no real reason to assume that the 
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Government Is likely to add to inflationary pressure by deliberately jacking 
“ the market at this time. Certainly neither the sharp rise in bank de posits 

1 July (discussed below) nor the presence of the Government broker in the 
sited in August can fairly be construed as signs of opening shots in such a 
campaign. There are some who say, indeed, that the Government broker has 
been on balance a small net seller in the last few weeks. It should be noted ip 
this context that the National Debt Commissioners may recently have been 
called upon to plough into accumulated funds in order to take up the {15 
millions of new 33 per cent. North of Scotland Electricity Stock, 1977-80; over 
the past three months the current income of the Commissioners (as vequene nted 
by interest receipts and the surplus on the insurance funds) may well have 
been more than offset by current outgoings from the savings bank accounts, 


In the first nineteen days of July Government borrowing from the banks (as 
indicated by the clearing bz inks’ holdings of money market assets and Treasury 
deposit receipts) increased by nearly {100 millions, despite 





Sharp the fact that an increase of £18 millions in the clearing banks’ 
Credit cash holdings set free an equivalent volume of Bank of 






Expansion England finance for the Government. There is nothing in the 
published Exchequer returns to explain why the Govern- 

ment’s demands on the banks were stepped up in this way; nor can any full 
explanation be found in the fact that the trend shown by the small savings 
figures was slightly worse, and that shown by the bs lance of payments (as 
indicated by the trade ret urns) slightly better, than in recent months. It is 
true, of course, that some Government “ departments '° may have switched 
out of floating debt in order to put up money for the second call on the B.E.A. 























July, Change on 
1950 Month Year 
ém. £m. {m 
Deposits ; a ; 5955.8 - 44.0 ~ E75 


Net Deposits * 5784.0 43.9 = 8.7 
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Treasurv deposit Receipts = a 321.0 (5.4) + 24.0 —- 839.0 
Investments plus Advances .. re 3077.2 (51.7) —- 68.2 + 139.5 
Investments - ‘ 1490.1 (25.1) - 1.4 —- 15.4 
Advances as ‘ on 1581.1 (26.6 —- 66.8 + 154.9 





*After deducting items in course of collection ¢t Ratio of assets to published deposits. 





loan (which fell within the period covered by the clearing banks’ statement 
concerned); this switch, however, could not have ocnmnbeil to more than a 
fraction of the £373 millions involved in that call. 

The effect that this expansion in Government borrowing would have had 
on net b: ink deposits in July was partly obscured by an apparent £67 millions 
fall in bank advances. Part of this fall is probably wholly illusory. It is due 
to the fact that all the banks, except Lloyds, include cheques in course of 
clearance between their branches in their published figures of advances; these 


transit items are always unduly inflated at the end of the half-year and they 
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may well have fallen by £25 millions or more in the first nineteen days of July 
(Lloyds’ transit items fell by over £6 millions in this period). The greater part 
of the rest of the apparent £67 millions fall in advances was probably accounted 
for by Electricity Authority repayments to the banks out of the call on the 
loan already referred to. These special influences on advances should not, 
however, obscure the fact that a sudden check does seem to have been imposed 
in these last two months to the steep rise in advances that set in after devalua- 
tion. It is to be hoped that this check is not merely seasonal, especially in 
view of the danger that additional defence outlays may increase the Govern- 
ment’s future demands on the banks. It need hardly be said, of course, that 
these additional outlays could not possibly already have accounted for the 
rise in Government borrowing in July. 


One of the duties of the Organization for European Economic Co-operation is 
that of surveying and reporting on the internal financial policies followed by 
member countries. Although many of the forecasts made in 

Financial the O.E.E.C.’s latest ‘“‘ Report on Financial Stability ’’ were 

Stability out of date before the report itself was published on August 4, 

in this should not obscure the fact that the story it has to tell is a 
Europe cheering and important one. In all the Marshall Aid coun- 
tries except Greece and Austria a reasonable degree of internal 
financial stability had been attained by the early summer of 1950. Despite 
last September’s devaluations, the upward pressure on European prices and 
wages has been generally less insistent this year than last; in addition, of 
course, the balances of payments of most of them have sensibly improved. 
Moreover, the once widespread black markets in Western Europe, the abnormal 
demands for luxuries, and the dangerous drains on stocks—those infallible 
indices of repressed inflation that were so prevalent up to 1947—have now 
all become unpleasant memories of the past. The O.E.E.C. report, indeed, 
strikes its only gloomy notes in the hint that some countries might be in 
danger of carrying deflation too far and in its comments on the crises that 
might confront some others when Marshall Aid ends in 1952. Now that the 
cold war is giving way to a hot one, these two forebodings diminish in impor- 
tance; it is the danger of renewed inflation, generated by mounting defence 
expenditure, that now shows red in the sky. In some ways, however, this 
prospect might be said to add significance to the story told by this report. 
What lesson, it might be asked, does Europe’s success in conquering inflation 
between 1947 and 1950 hold for those countries that might be called upon to 
bridge a new gap between demand and available resources in the months to 
come ? 

Unfortunately, in this context the portents from this report are rather 
unpromising. Europe overcame inflation after 1947 chiefly because American 
aid made it possible to maintain investment programmes and increase the 
flow of raw materials to existing factories, while still keeping the level of 
personal consumption intact. The maintenance of investment and the 
increased flow of raw materials enabled European production to increase at 
the prodigious rate of nearly 10 per cent. per annum between 1947 and 1950. 
As production increased, the three main claimants—private consumption, 
investment projects, and Government consumption—each secured a larger 
absolute amount. But it is significant that in this period the relative share 
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In the United States the prices of cotton, lead, wolfram and sugar have also 
risen sharply, while at the Sydney wool auctions the new season’s price 
increases surpassed all expectations. 

Against this background of storm and stress, one piece of good news has 
been vouchsafed to commodity dealers in recent weeks. This is the announce- 
ment t thi it the London tea auctions are to start again next April—the experi- 
ment of Ministry bulk purchase of a crop with so many varying grades has been 
an admitted (and informative) failure. Since tea is a commodity that is pur- 
chased directly by a large proportion of the electorate, the Ministry has decreed 
that the new auctions must be fitted into the straitjacket of rationing, subsidies 
and price control; its ingenious proposals for accomplishing this have already 
been published. Two major difficulties seem likely to beset the tea market 
from its resumption of operations. First, although it is quite true that dealers 
a ated before the war under some sort of a price ceiling (as set by the fairly 

table retail price of most well-known brands of tea), it is possible that the 
rigidity of the ceiling now to be set by the Ministry will prevent London prices 
from reflecting a premium over Colombo and Calcutta prices as they used to 
do; if this happens, tea producers may not send any large consignments here. 
Secondly, the fact that India and Ceylon now have independent Governments 
must entail the risk that they will unwisely—and without warning—interpose 
themselves between producers and the London market whenever they believe 
that they can do so with a balance of short-term advantage. 


In his annual address to the stockholders of the South African Reserve Bank 
this year, Dr. de Kock, the Bank’s Governor, was able to strike a note of 
conditional optimism. In the year under review the Union's 


Britain gold reserves ran up from practically nothing to over £147 

and millions—but Dr. de Kock warned that this increase was due 
South as much to the imposition of severe import restrictions as to 
Africé the beneficial effects of world-wide devaluations and the rise 


in the sterling price of gold. Dr. de Kock also showed himself 
surprisingly optimistic about the prospects that the Union's developing gold 
mines would be able to find sufficient finance; he believed, however, that 
industrial development in the Union could only go ahead at full speed if new 
methods were found for tapping the two remaining world centres with a surplus 
of investible funds—the United States and Switzerland. Finally Dr. de Kock 
drew attention to the impressive increases in South African production over 
the last few years—but warned that these achievements could be halted if 
inflation (arising from high internal costs or rising import prices) ate into the 

vitals of the economy again. 

The reservations with which Dr. de Kock’s review were hedged deserve to 
be noted in this country as well as in the Union. At the present time Britain 
and South Africa are enjoying an economic honeymoon following the Cripps- 
Havenga pact of last autumn. Under this pact, it will be remembered, South 
Africa transfers gold to the Bank of England for all ‘‘ essential ’’ South African 
imports that can be supplied in free competition by sterling area or other soft 
currency suppliers; these transfers are now apparently to be subject to an 
annual minimum of £50 millions. The South African Minister for Economic 
Affairs has been in London this month to discuss a widening of the ‘‘ essential ”’ 
list. This should mean that there will be more scope for gold accretions to the 
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sterling area sterling pool; it will also mean, however, that some British manu- 
facturers who at present enjoy protection in the South African market will 
have to face American competition in a wider range of goods. This particular 
risk is well worth taking, but there are unfortunately other criticisms that can 
be levelled against the agreement. Chief among these is the secrecy that en- 
shrouds the “details of the pact and, particularly, the composition of the 
‘essential ’’ list—a secrecy that has hitherto been deliberately maintained so 
that South Africa can enjoy “ flexibility ”’ in determining its import policy, 
The British Government's present attitude is that nothing should be done to 
disturb a goose that is laying unexpectedly large golden eggs. If ever the 
health of the goose were to fail, however, this reliance on the makeshift could 
bring other birds home to roost. 


Two very welcome assemblies of bankers are taking place this month. First, 
between September 2 and 15, some 135 delegates, emanating from five con- 
tinents, are meeting at the Swedish seaside resort of Saltsjé- 
Bankers’ baden for the third annual International Banking Summer 
Summer School. The two previous well-remembered summer schools 
Conferences in this series were held at Christ Church, Oxford—the second 
of them on the very eve of devaluation. The reprints of the 
papers read at the Oxford meetings have since won recognition as major con- 
tributions to the depiction of post-war economic problems.* Those who 
attended these schools, however, will remember them not merely for the high 
standard attained at the organized lectures and panel discussions, but also 
for the opportunities they afforded for friendly and informal interchange of 
views, news and banking nous among men accustomed to grappling with so 
many varying banking problems in their own widely varying countries and 
spheres of work. It is all to the good that this school is now to become inter- 
national in venue as well as in membership; it is expected that next year the 
meeting may be switched from Sweden to France, returning to Britain in 1952. 
A week after the opening of the Saltsjébaden summer school, from Septem- 
ber 9 to September 16, a special conference on education and training in banking 
will be held at St. Andrews under the auspices of the English and Scottish 
Institutes of Bankers. Although the majority of the hundred or so delegates 
to this conference will come from banks and accepting houses in the United 
Kingdom, representatives of several foreign and Dominion banks will also be 
taking part, as will delegates from the Scottish Education Department and 
the Ministry of Education. The question of how far a broad general training 
helps a banker in his job—as distinct from in his leisure—is one on which ther 
is acute controversy in British banking circles at this time. That controversy 
is healthy so long as it is informed and, as far as possible, personally unpre- 
judiced. Tur BANKER has always prided itself on providing a forum for 
discussion of this and kindred questions; the series of five articles on “ Staffing 
the Clearing Banks ”’ that appeared in this journal between April and Novem- 
ber, 1948, attracted wide attention. In view of the impending conference at 
St. Andrev ws and of recent developments in this controversy, a new and 
challenging survey of this problem, as seen by Mr. Oscar Hobson, i is presented 


on page 158 of this issue. 











*See Current Financial Problems and the City of London and The Pattern and Finan 


ropa Publications, Ltd., 15s.) 
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Economics of Defence 


HE happenings of the past few weeks have amply justified our assertion 

last month that the world economic and financial scene had, even then, 

been profoundly changed by the influences set in mot.on by the assault 
upon Southern Korea. In Britain by early June, even cautious observers were 
coming to realize that the post-devaluation problems were proving less in- 
tractable than had at first been feared, and were beginning to hope that, if only 
American business activity could be sustained, Britain’s economy could get 
through the next year or two without any new upheaval and new sacrifices and 
yet without any loss of competitive export power. As for the Government, 
some of its members were openly rubbing their hands in satisfaction, warming 
them in the glow of sterling area dollar surpluses and rising gold reserves, and 
dreaming of the expansive possibilities that might lie ahead. Now the Prime 
Minister has said ‘‘ most seriously "’ that the “‘ more hopeful condition of a 
few months ago no longer rules ”’ 

Viewed against the background of the Parliamentary situation of the past 
six months, that appears as a highly significant admission. Yet it certainly 
does not measure the full implications of the new phase upon which Britain’s 
economy is now entering, and it is equally certain that these implications have 
not yet impressed themselves on public opinion. The general public is happily 
free from the somnolent wishful thinking of the thirties, but its response to 
war in the Far East is mainly expressed in a vague awareness that the inter- 
national dangers have increased and a feeling that life in general is likely to 
become more difficult instead of easier. But while ordinary folk have been 
experiencing the least austere high summer since 1939, while some have been 
learning the pleasures of “‘ free ’’ motoring, and while the Government has been 
trying to convince itself that rearmament can be combined with business-as- 
usual and with a full maintenance of its social programme, many economic 
observers have been drastically reorientating their techniques of thinking and 
their whole approach to Britain’s problems. Their fleeting glimpse of the freer 
and perhaps the fuller life is now overshadowed by the spectre of a return to the 
fetters so recently relaxed, and to a new austerity. From a whole series of 
efforts to re-discover the virtues of a free economy, they have perforce turned 
back to wrestle with problems that in principle (though not yet in degree) are 
those _ war economics—the problems that a few people began to probe in 
1938-39, but the majority did not discover until the “‘ phoney ” war had run 
its histesting span. 

Meanwhile, events seem once again to be following a course that is foreseen 
more clearly by such observers than by the Government itself—if the Govern- 
ment’s vision is judged by its public utterances. Even on the morrow of 
President Truman’s first dramatic statement on America’s new defence plans, 
official quarters in Britain were still implying that no large changes were likely, 
or could quickly be made, in Britain’s progri umme, and the Prime Minister was 
underlining the strained condition of Britain’s economy. A week later, when 
the first public statement was made, the amount of the ex xpansion proved, as 
had been feared, to be so small as to cause barely a ripple on the financial 
markets. Production of military equipment was to be put in hand involving an 

















THE BANKER 





142 


additional expenditure of £100 millions—excluding, apparently, the cost of an 
‘added impetus to research ’’—but it was understood that only a moderate 
part of this sum was likely to be spent in the current fiscal year. Mr. Shinwell’s 
speech made it plain that “ to put our forces in a condition of readiness ’’ would 
require much larger sums; and that in the next few years, as research on new 
weapons passed to development and thence to production, a “ sharply rising 
curve of defence expenditure ’’ would result if the forces were to be “ fully and 
properly equipped ’’. Yet he declared “ plainly, we can do no more from our 

vn resources ‘not his italics) than make a beginning ”’ on the programme of 
equipment from production and reconditioning of existing types. There was 
nothing in this, ominous though the picture was, to suggest that any further 
pronouncement was imminent. Yet the Government had then just received 
America’s request for information about what Britain was prepared to do and 
about what further effort it could make if America gave additional aid. Its 
reply was published a week later—after the dispersal of M.P.s in uneasy mood 

and is still the only firm information available about the Government’s in- 


tentions. 





GUESSES AT THE BURDEN 

From this chronology it appears that the Government’s attitude to the 
defence problem passed through three distinct phases in as many weeks. In 
face of this evidence of the speed at which events are moving, and of the 
Government’s difficulties in keeping pace, it may be wise not to take it for 
sranted that official statements made now will hold good in a month or so’s 
time. If this warning needs to be given when guessing the probable scale and 
timing of the new defence outlays, it applies with even greater force to the 
methods by which the programme is to be implemented. In the event, Britain’s 
contribution to the common task of Western rearmament may be several 
stages larger than might be deduced from a strict reading of the memorandum 
and its limiting conditions. Indeed, one step in this direction seems already in 
sight. Upon the special reassembly of Parliament, the Government is expected 
to propose an extension of the period of military service of conscripts to two 
vears; the memorandum itself had made no proposals for increasing man- 
power in the forces, arguing that the “‘ most urgent need is to increase the pro- 
duction of defence equipment ”’ 

These and other straws in the wind should be kept in mind in attempting to 
cuess the weight of the burden that will have to be borne by Britain’s economy 
in the next few years. But for the short run, the guesswork has perforce to be 
founded mainly upon the intentions the Government professes now. The reply 
to the United States Government put forward a programme for increasing 


Britain’s total defence expenditure to an aggregate of £3,400 millions in the 
three years beginning next April. At this level, the average annual outlay of 


£1,133 millions would be nearly 50 per cent. above the amount actually spent 
in 1949-50 and £353 millions (or 45 per cent.) above that originally projected 
for the current year, and would be equivalent to nearly 1o per cent. of the net 
national income as estimated for 1950. As is now well known, no specific pro- 
gramme of this extent has yet been formulated. The £3,400 millions represents 
a broad estimate of the maximum defence outlay over three years that the 


YT 


Government is at present prepared to set in motion if certain conditions are 
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satisfied. The most important of these conditions is that the United States 
Government should render “‘ substantial ’’ assistance in addition to Marshall Aid. 
Though references to such assistance appeared with rather indecent fre- 
quency in the memorandum—it figures in four or five of the ten short para- 
graphs insistence upon it is understandable. In the first place, the American 
enquiry had virtually invited such a response. Secondly, Britain in common 
with other O.E.E.C. countries has for two years been receiving, and hopes to 
receive for another two years, liberal E.C.A. assistance given for the purpose 
of promoting economic recovery and progress towards economic independence. 
The Government could therefore argue that it had a duty to the United States 
not to promise any programme that might jeopardize this objective—unless 
the Americans themselves affirmed that the defence objective ought to take 
priority. So far from doing that, the American Government specifically 
identified the two, by declaring that: 
the continuance of economic recovery in the near future—though possibly at a less 
rapid rate than heretofore—will be essential, not only to the attainment of the broad 
objective, but to the attainment of the immediate objective of greater military strength, 


Fortified by this interpretation, the British Government was clearly en- 
titled to emphasize the economic repercussions to be expected from the pro- 
jected programme—in terms of a slowing-down of recovery, loss of exports, 
demand for dollar supplies. It has made it quite plain that the extent to which 
the programme is in fact put in hand, as well as the speed with which work can 
proceed, will be proportioned to the extent and speed of additional American 
aid; and that this aid must comprise some freely-expendable dollars as well as 
dollar materials and tools. 

If a response in these terms was justified by America’s definition of basic 
objectives, it is equi ully clear that this definition aligned well with the Govern- 
ment's own pre ferences. It has assumed, in effect, that there is American 
sanction for ‘‘ business-as-usual ’’—or very nearly so; and the present intention 
to make this the basis of defence policy is very clearly revealed. It has said 
that £3,400 millions is the largest programme that could be consistent, given 
American aid, with continued economic recovery; but it has also said that any 
larger programme would require direction of labour, requisitioning of factories, 
creation of new industrial capacity, and heavy curtailment of the present in- 
vestment programme. By implicé ition, the Government is not prepared to 
countenance these things, but it has not demonstrated that these and other 
special measures, which would permit a larger defence effort, would necessarily 
impinge severely upon “‘ recovery ’’—in the particular sense in which that term 
ishere used. It is true, of course, that Britain’s defence effort can stand com- 
parison with that of any other country of the Western Alliance. If the test is 
the proportion of expenditure to national income, Britain’s effort was easily 
the biggest; and, despite the huge outlays now planned in the United States, 
the American proportion to national income is likely to surpass the British 
only if the now projected programme is not fully attained. But, after Mr. 
Shinwell’s disclosures about the condition of British defences and about the 
Soviet strength, it is surely unthinkable that Britain’s policies now should be 
perceptibly influenced by reflections upon what others in the Atlantic com- 
munity are—or are not—doing. The presumption must be that the Govern- 
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ment is planning what it deems necessary, or perhaps what it thinks the public 
will at this stage endorse. This means, as in the thirties, that if the international 
situation deteriorates further or if popular pressure for a bigger effort grows, the 
programme will be further enlarged or accelerated. And then the reservations 
about ways and means upon which the Government apparently at present in- 
sists will be whittled down or withdrawn. The stage will then be set for 
a transition to the methods of economic mobilization that have only recently 
been abandoned. 

For the time being, in what seems all too likely to be but the first act of the 
drama, the paraphernalia of special controls and directions will remain hidden 
in the wings. If the Government is really determined to keep them there, and 
is otherwise to avoid abnormal measures, there is little doubt that the pro- 
jected programme is in fact the largest that could be envisaged. Indeed, it 
may even have over-estimated what can be done in such conditions and by 
such means. In sharp contrast to the conditions of the mid-thirties, the 
economy is fully stretched. The latest unemployment figures, relating to early 
July, revealed a further decline, to only 272,000, or 1.3 per cent. of the insured 
labour force; and most of these represented either the small “ hard-core ”’ of 
virtual unemployables or persons moving from job to job. There is no reserve 
at all here; on the contrary, in the early phase of switching to defence, the in- 
escapable wastage due to movement of workers will tend to rise. Much has 
been made in some quarters about the possibility of rearming from the pro- 
ceeds of rising productivity, but in some calculations the recent gains in the 
productivity percentage have been wrongly related to the whole national out- 
put instead of industrial output alone, while in others it has been overlooked 
that productivity varies very widely from one industry to another. It is biggest 
in precisely those industries—such as the motor industry—that will have to 
bear the brunt of the first defence expansion, and that will therefore suffer 
the wastages of disturbance. At least in the early phase, there can be no hope 
that productivity will carry the burden, or even do more than provide a 
moderate cushion. This being so, the only possibility of increasing the total 
national output lies in a lengthening of hours of work and in enlarging the 
working population—mainly by persuading women to return to the factories. 
There is doubtless some scope here, but it will be very hard to exploit it to 
any notable extent in a “ business-as-usual ’’ phase without offering induce- 
ments of an inflationary kind that might quickly have dangerous repercussions 
over the whole field of wages. 


How cAN ReEsourcES BE DIVERTED ? 

In other words, the pace and extent of additional defence production will in 
these conditions be determined—once the small pockets of slack have been 
taken up—by the diversions of man-power and other resources that can be 
secured from other forms of production. There are in principle three ways of 
bringing this about. The first is to cut down the “ other ’’ production, whether 
by physical controls (reduced allocations of raw materials, embargoes on pro- 
duction, rationing of consumers, limitation of supplies orders, requisitioning of 
factories, etc.) or by use of fiscal or monetary restraints (budgeting for such a 
surplus or imposing such credit restriction as will curtail public demand for 
goods in general). Such curtailment, especially if achieved by the first method, 
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- public | is of course only one half of the requisite process; the released workers still have 


ational to be transferred to the particular defence industries and localities where labour 
ws, the | is needed. Both halves of the process are virtually ruled out by the policies the 
vations | Government at present hopes to pursue: it rejects the more drastic forms of 
sent in- physical restraint equally with direction of labour; and it has shown clearly 
set for [| enough in the past two years of Crippsian disinflation that it will not push 
ecently | fiscal and monetary measuies to the point at which they would first displace 


workers and then force them to seek work elsewhere. 


(of the | The second method is a blatantly inflationary one. If civil work is not cut 
hidden | down by one of the above means, and if, despite some cuts, the displaced 
re,and | workers show reluctance to move into arms works, the defence departments are 
ne pro- | left to choose between failure to achieve their programmes and a competitive 
leed, it scramble for labour based on the offer of rising wages and better conditions of 
and by work. This danger is the greater because, though the defence departments may 
es, the be restrained by the gauntlet of official procedure from thus appealing for labour 
o early in their own establishments, their contractors—and, still more, their sub- 
insured contractors—have no such inhibitions. The damage is done before the civil 
re” of servants are aware of it. Even in the last war, for all the apparatus of physical 
reserve control and direction of labour, this happened on a considerable scale in im- 
the in- portant industrial localities. The method of competitive scramble not only 
ich has offends all the canons of modern war economics but runs diametrically counter 
he pro- to the ideology of the Government. Yet the proposals to revise Service pay to 
in the parity with civil conditions are in principle an admission that the old methods 
al out- of voluntary appeals will not work, except in a real emergency, if the economic 
‘looked basis is unsound—quite apart from the question of equity. 
biggest If these two approaches to the problem are ruled out in principle, there 
lave to remains only a variety of miscellaneous expedients such as can be reconciled 
> suffer with the Government’s self-imposed limitations on policy. In the initial 
10 hope programme focused upon existing types of equipment, the most urgent demands 
vide a will apparently be for fighter aircraft, production and reconditioning of tanks, 
e total A.A. equipment and radar, vehicles, anti-submarine craft and devices. The 
ng the first step will be to take up any slack in existing productive capacity for such 
stories. supplies, whether in the Government’s own factories or among firms already 
it it to under contract. The scope here cannot be large; in some cases the factory 
nduce- reserve capacity may be considerable, but it is likely to be greatest in precisely 
ussions those districts—some are remote districts—where there is no reserve of labour. 
The second step will be to seek idle capacity wherever it can be found, especially 
among the numerous small firms in the light engineering and electrical indus- 
tries. It is believed that there have already been a good many enquiries from 
will in small firms. But here, too, the possibilities will be limited. Except as part of 
e been a highly-organized system of contracting and sub-contracting, with main 
can be contractors acting both as mentors and disciplinarians of reasonably homo- 
yays of geneous groupings of sub-contractors, fragmentation and dispe ‘rsal of the 
hether production effort cannot be economic—especially as firms that are under- 
mn pro- employed now are likely to be the least efficient. In this context, it is worth 
ning ol noting that the scope for getting efficient small capacity is probably a good 
such a deal narrower now than it would have been before the lifting of petrol rationing. 
nd for Finally, there will still be the limiting factor of labour supply, though here it 


ethod, may be somewhat less intractable than at the big Government factories. 
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These two processes set the limits of what can be done without direct 
ee ment of other work, and so long as the Government refuses to take 

di — steps to cut down civil demand, it is very evident that the major 
pad lacement = impinge upon exports—espe cially among the important 
categories of vehicles, engineering products and electrical apparatus. Indeed, 
if cle lence production is to be stepped up without prolonged de a. such 
interference with export business is probably inevitable in any case—because 
measures to curtail home demand, unless supported by the most drastic forms 
of direct action, exert their full effect only slowly. Meanwhile, a little can 
perhaps be done towards concentrating the loss of exports upon the soft- 
currency markets, but such efforts might conflict with the spirit of E.P.U. as 
well as with Britain’s obligations to try to release supplies essential for the 
defence production effort of other. members of the Commonwealth and the 
Atlantic Union. Finally, it is clear that Britain herself will have to lean upon 
the United States for certain special types of machine tools and plant and for 
increased supplies of materials of many kinds. Dollar exports will fall and 


dollar imports will rise. 






PAYMENTS PROBLEMS 





These considerations evidently justify the Government’s contention that 
the full projected programme would require substantial additional American 
aid, and that, even so, it is the largest programme that is conceivably consistent 
with the “ business-almost-as-usual ’’ approach. Even when the approximate 
extent of the actual programme is known, it will still be hard to gauge the 
burden it will impose on Britain’s economy. Much will depend on “the scale 
of American aid; but it is important to realize that this will not necessarily 
ease Britain's burden correspondingly. The gross additional defence outlay— 
both in the “ real’ and in the monetary sense—will have to be found from 
Britain's own resources, except only to the extent that these are supplemented 
by a net inflow of goods and services from overseas. In other words, the 
domestic burden of the whole programme will be eased only to the extent that 
Britain's “‘ overall’ balance of payments runs into deficit. To the extent that 
any additional dollars that Britain receives by way of American aid are 
added to the reserves, instead of being expended on additional imports, there 
will be no easing of the defence burden. This does not mean, however, that 
the re-emergence of Britain’s overall deficit and an easing of the burden are 
incompatible with any further expansion of the central dollar reserves of the 
sterling area as a whole. The assurance of sustained and large American pur- 
chases of sterling area produce at high prices makes it likely that the overseas 
sterling area will be selling surplus dollars to Britain against rising sterling 
balances—unless the overseas countries concerned are either spending their 
dollar earnings recklessly or are heavily committed to additional dollar imports 
for the promotion of their own defence projects (whether in primary commo- 
dities or in manufactures). It may be noted, too, that unless Britain can 
furnish increasing quantities of essential supplies to the overseas sterling area, 
the sterling balances will also be increased by reason of Britain’s own enlarged 
purchases of primary commodities at high prices. 

In short, Britain can expect that the phase now beginning will mean the 
re-emergence of an “ overall’’ deficit; an increase in her own dollar ¢eficit; 
and an important expansion of her overseas liabilities expressed in sterling. The 
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seriousness of such changes must not be allowed to be obscured by satisfaction 
at any continued rise in the central dollar reserves. If the Government really 
does believe that sustained ‘‘ recovery ’’’ and a continued drive for economic 
independence are still prime objectives, then vigorous efforts must be made 
to minimize the repercussions upon British exports and the balance of payments. 
This, indeed, is one of the first priorities among “ consequential measures ”’, 
because the export trade is all too likely to be the first major victim of diversion 
of resources. Moreover, the more doggedly the Government clings to its now 
professed determination to avoid emergency measures of economic mobiliza- 
tion, the more surely will exports suffer. 

All this is equivalent to saying that if Britain tries to get guns as well as 
butter, the new guns are likely to be provided very slowly and in disquietingly 
small quantities—and, even so, will have been secured at the cost of rising 
external borrowings. Indeed, if the defence effort had really to be reconciled 
with literal conformity to all the conditions the Government seems to be laying 
down, it would be long before it attained—if it ever did—the “ limit ”’ given 
in the official memorandum. Eventually, no doubt, the Government will 
relinquish most if not all of these conditions; but even while it holds to those 
it cherishes most, there is the strongest possible case for taking special steps to 
curtail the excessive and rising demands upon the national economy. Nothing 
is more certain than that the defence effort will aggravate the pressure of 
inflation; and if the Government rules out both physical directives and sharper 
disinflationary policies, the point will soon be reached at which further defence 
work becomes virtually impossible without deliberately inflationary methods 
that would create gross inequities and do much damage to public morale. 


THE BUDGETARY ALTERNATIVE 

If the so-called “‘ undemocratic ’’ measures of restraint and direction are 
to be deferred as long as possible—as the great majority of people would 
undoubtedly wish—-it is imperative to put maximum reliance upon general 
measures of disinflation. The obvious instrument here is the budget, but 
unfortunately it is not likely—in the political conditions that have to be 
postulated at this stage—to be as effective an instrument as it ought to be. 
There is very little scope for stiffening the budgetary measures of restraint by 
the method of tax increases, because the level of taxation is already so high 
as to make it certain that a large part of any additional yield that might be 
secured from increases in existing taxes or imposition of new ones would be 
offset by declines either in tax yields elsewhere or in private savings, or would 
add greatly to the pressure for wage increases. Measures of this kind would 
therefore cause the maximum of exasperation and provide the minimum of 
economies in the use of real resources. And, needless to say, increases in taxes 
that are directly met out of the current flow of savings—such as death duties, 
or profits tax under a regime of dividend limitation—are quite valueless for 
this purpose. If imposed, they would serve merely the purpose of political 
window-dressing, or to provide one side of a ‘ ‘ bargain ” with wage-earners or 
other taxpayers. These, however, are special cases of ineffective taxation; it 
is also true, more generally, that at this early stage tax increases will not succeed 
in giving a proportionate disinflationary relief unless they are reinforced by 
physical controls and rationings—and perhaps also by a new wages-freeze. 
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If, therefore, the budgetary weapon is to be effectively used to counter 
inflation and postpone any full recourse to direct action, there is no alternative 
to a retrenchment in civil expenditure. But, given the Government’s attitude 
towards the last budget, and given its latest protestations, this raises another 
political obstacle. Would Mr. Attlee and his colleagues find cuts in social 
services and/or subsidies (the bill for which is presumably mounting as import 
costs rise) any more pal ve ible than a return to direction of labour, or even 
than a restoration of petrol and clothes rationing? The choice will have to be 
made eventually; but there is little sign that it will be faced before next April 
at the earliest—and perhaps may be deferred so long that no real choice is left, 
because the cuts will have been imposed “ invisibly ” and spontaneously by 
inflation, and physical controls will have become unavoidable in any case. — 

Meanwhile, if all these other: possibilities are being rejected, the only 
remaining means of releasing resources and of countering inflation will be by 
cutting the investment programme. The projects in steel and probably those 
in oil-refining obviously must continue without check. Some of the large 
expenditures on electricity generating capacity will yield returns only in the 
longer-run; but dare the Government hold them bz ick now, at the ve ry outset 
of a probably long phase of mounting arms production? Miscellaneous indus- 
trial investment, which has so long been the residuary legatee in the whole 
programme, cannot be cut further; it is the main hope for rising productivity. 
In other words, under this head, too, the main candidates for pruning are the 
social outlays—housing, schools and training centres, hospitals and health 
services—now absorbing just over £550 millions. What will the Government 
do about these? A reasonable guess is “that it will shrink from making cuts here 
for the purposes of promoting general disinflation, but will propose them as 
and when it thinks that the building and contracting resources engaged on 
them will be specifically needed for defence works—such as airfields, civil 
defence, or housing in particular areas. 

The conclusion that emerges from this analysis is surely inescapable. If 
the defence effort, in pace and scale, is to match Britain’s responsibilities, the 
Government will have to yield some ground at most of the many points at 
which it is at present digging in its toes. If it does this soon, before the defence 
pressure becomes large, the shift required will not involve loss of face. On 
the contrary, a little statesmanship could turn it into a moral victory. Only 
a little while ago it seemed that the political and economic deadlock that con- 
fronted the Governme nt could be broken only if the people could be inspired 
by a new “ Dunkirk ” spirit. Korea certainly is not Dunkirk, but surely the 
prospect is sufficiently grave to provide the basis of a new rallying call for 
sacrifices, restraint and effort—to provide, in short, a clear justification for a 
disinflationary policy founded on moderate retrenchment in civil expenditure, 
and for such other unpalatable measures as may soon be needed. It cannot 
be emphasized too strongly that, if and when the full paraphernalia of controls 
has to be brought into play, it will work very creakingly indeed if it has to be 
founded on a price structure riddled with even more anomalies than exist at 
present. In this preliminary phase, the major task of budgetary and monetary 
policy should be to prevent inflation and further anomalies. But a scarcely 
less important task in this sphere is to get rid of those many artificialities in 
prices that will otherwise set up very large pressures when and if a new clamp 
of comprehensive controls descends upon them. 
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American Rearmament and the 


World aregauenend 


OREA and its aftermath will mark a watershed in world economic 
K stairs Nowhere has this become more rapidly apparent than in the 

United States. America’s rearmament drive, with all that it implies in 
terms of American purchases overseas and of the balance of payments between 
the dollar and the non-dollar area, is likely to dominate the economic position 
in other countries for some time to come. A few months ago it was still possible 
to harbour doubts about the continuance of a high level of industrial activity in 
the United States. Those doubts must now vanish. All evidence points to the 
prospect that the United States industrial machine will hum at full capacity 
for as far ahead as the mind’s eye can reach. 

But, as the old doubts vanish, new doubts must take their place. What is 
now in question is whether the added strain of rearmament and of actual and 
substantial fighting can be borne without generating serious inflationary effects 
in the American economy—and, through it, in that of the whole world outside 
the Communist orbit. The trend of world prices since September, 1949, has 
provided final proof, if any proof were needed, that economic insulation from the 
United States cannot be secured. After the devaluations of 1931 sterling prices 
made the running; they remained comparatively steady and the countries 
that remained within the gold bloc had to bring their own prices down to meet 
them. But since the devaluations of 1949 it is the dollar price level that has 
called the tune; broadly speaking, the dollar prices of commodities entering 
into international trade have since then continued on their own way, while 
prices expressed in devalued currencies, including sterling, have had to be 
adjusted upwards to keep pace with them. Movements in the dollar price 
level, therefore, are now clearly of paramount importance to the world at large. 

Experience since the end of the war has shown that dollar prices can move 
with startling rapidity—but so can the level of American production. To show 
the new prospect in perspective a brief sketch must be made of the fortunes of 
the American economy since 1945. It will be remembered that the reconversion 
boom into which American industry stepped with hardly a moment of hesitation 
at the end of hostilities proceeded without a check until the late autumn of 
1948. Then the pipelines from producer to consumer began to fill up and a 
corrective reaction set in. The Federal Reserve Index of Production, which 
had touched 195 in October, 1948 (1935-39=100), fell to 163 in July, 1949. 
From then it recovered and once again climbed without hesitation, not merely 
to the previous peak but beyond it, touching 197 by June, 1950. Unemploy- 
ment, which in the autumn of 1948 was under three million, had mounted to 
4,800,000 in mid-1949, but fell again to near the end-1948 level by last June. 
Even before the Korean crisis there was every indication that production would 
climb higher still. 

The main reason for the short life of the 1949 setback was unquestionably 
the resilience, elasticity and adjustability of the United States economy. 
Prices of goods that accumulated on retailers’ shelves were mercilessly slashed. 
Firms that ceased to make profits were closed down, and the mortality, par- 
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ticularly in the textile industry, was high. The redundant workers were sacked 
and found jobs elsewhere. In these typical responses of a free economy to the 
decline in consumer demand and to the onset of recession is to be found the 
main explanation of the rapidity with which American industry readjusted 
itself. There were, however, other reasons for the upsurge in activity. Con- 
scious steps were also taken by the authorities to soften the impact of the 
recession—and up to the time of the Korean crisis these steps had not been 
retraced. In 1949, for instance, the controls over consumer credit were re- 
moved. Additional measures were introduced to provide cheap housing loans, 
Che price support programme for American agriculture continued to maintain 
a high level of farm income. The Federal budget ran at a deficit which, whether 
by deliberate intent or not, unquestionably exerted a reflationary influence, 

Che medicine, with its various and in part incongruous ingredients, worked, 
In the autumn of 1949 the American economy had to sustain the impact of 
widespread devaluations in the rest of the world. It brushed them off without 
a quiver. By mid-1950 the economy was again working at full speed. Steel 
production was running at over 100 per cent. of the nominal capacity of the 
industry. The recovery had been fed by the continuing boom in motor car 
production and by a record-breaking housing programme. Both were in part 
a response to corrective measures taken in the previous year. The removal 
of consumer credit controls unquestionably helped the number of motor 
cars coming ofi the production lines to soar to the record figure of between 

ight and nine million units a year. Cheap mortgage facilities with no down 
payments were the mainstay of the house-building boom. This activity in 
motor car production and in house building were the highlights of the economic 
scene but they were by no means its dominant factors. Every sector of the 
economy joined in the upward movement. The gross national product, which 
touched a high record figure of $259 billions in 1948, had fallen to $255.6 
billions in 1949. In the first quarter of 1950 it was running at a new high level 
of $262.5 billions. The budget deficit for the fiscal year 1949-50 proved some- 
what smaller than had been expected (it was only $3.5 billions compared with 
an expected $5 billions). It is, however, surely remarkable that any budget 
deficit at all was tolerated at a time when the economy was running full stretch 
and was virtually bursting at the seams. 

This was the position when the news of the invasion of Korea broke. The 
American response to the challenge of Communist aggression was immediate 
and typically vigorous. In his message to Congress on the morrow of aggression, 
President Truman asked for additional appropriations for $10 billions and 
warned that he would present in the immediate future an extra bill for military 
aid to America’s allies. He pointed out that the American economy had 
treme gen productive power. Its total output of goods and services was 
running at a rate of nearly $270 billions a year; this was $100 billions higher 
than in 1939, $13 billions higher than in mid- 1949 and $8 billions higher than 
the previous record rate reached in 1948. There were, he said, 614 million 
people in civilian employment—or 16 million more than in 1939. The United 
States was producing 11 million more tons of steels than in the peak war year 
of 1944. Moreover, he went on: 














The potential productive power of our economy is even greater. We can achiev 
some immediate increase in production by employing men and facilities not now fully 
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utilized by putting to use the increasing skills of our growing population and 
the higher productive capacity which results from plant expansion, new inventions 


efficient methods of production 


Despite these elements of strength and these reserves in the American economy, 
Mr. Truman emphasized that the immediate impact of the military expenditure 
and of additional aid to allies would be inflationary unless counter-measures 
were set in hand. First, he said, Congress must enact legislation authorising 
the Government to establish priorities and allocate scarce materials to essential 
users. Secondly, the axe of economy must be wielded on all items of ex- 
penditure that could be spared. Thirdly, taxation must be increased so that the 
greatest possible proportion of f additional e xpenditure should be financed out of 
revenue. Finally, the President enumerated a number of other necessary 
safeguards against inflation, including restraint on credit expansion and the 
utmost acceleration of production of essential materials in short supply. 

These were the first and inevitably hazy outlines of the administration’s 
measures to meet the impact of the new situation. It may still be asked, 
however, whether higher productivity may not take the whole strain of the 
American rearmament effort—whether there may not be a repetition of the 
achievements of World War II, when the colossal direct rearmament effort 
of the United States, together with the huge flow of military aid to allied 
countries, required only a relatively slight overall cut in American civilian 
consumption. 

It is never safe to under-estimate the capacity of American industry. But 
it does seem rather improbable that there could be two revolutions in produc- 
tion technique in the space of scarcely one decade. It is well to remember, 
too, that in World War II the industrial mobilization required a far-re aching 
network of controls and did involve a considerable measure of inflation, imme- 
diate or suppressed; and that is the test of the degree of strain and enforced 
abstinence. The convenient overall averages that are used to back up the 
claim that the American standard of living was not perceptibly depressed in 
World War II are inclined to veil segments of the economy in which the 
standards certainly fell and where the impact of rearmament was unmistakably 
felt. The disappearance of new cars and the rationing of petrol are but two 
nstances that illustrate how the war made its impact felt on America’s “‘civiliza- 
tion on wheels ”’ 

Even if production soars again it is clear that this selective impact of re- 
armament will again make itself apparent in the United States. It will do so 
the more strongly since the American economy to-day does not possess the 
reserves Of unemployed labour and resources that it had in 1939 and 1940. 
The tanks, trucks and aircraft will in large part have to be made at the ex- 
pense of the locomotives, wagons, lorries and motor cars that are now rolling 
off the production lines in such abundance. That fact is already being recog- 
nized and has led to a precautionary hoarding movement. It is useless to 
condemn the morals of this reaction of the average American to the new 
economic situation. It is a svmbol of the sensitiveness of the American economic 
machine, an attribute from which far greater benefits than defects are forth- 
coming. It might be added that the greatest of all hoarders in American 
economy is still the Department of Agriculture which, through the Commodity 
Credit Corporation, continues to pile up unwanted surpluses, and to withhold 
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goods from the markets while it pours out purchasing power to the farming 
community. One of the main criticisms that can be levelled against the 
American Government's reaction to date is that the policy makers in its De- 
partment of Agriculture do not appear to have yet heard of the events in Korea 
and of all that they portend for the economic situation in the United States 
and throughout the free world. 

The evidence of hoarding in the United States made itself felt first in a 
consumer rush to buy goods that were scarce in World War II, but this initial 
and understandable response to fears of another world war waned very rapidly 
More serious—and more lasting has been the emergence of so-called “ grey” 
markets in steel and some of the non-ferrous metals that promise to become 
increasingly scarce. The emergence of grey markets in a free economy may 
appear to be paradoxical. It is explained by the fact that, despite the Sherman 
Act, there are price maintenance agreements among steel and other producers 


In times of scarcity of materials such as steel, producers supply first their 


long-standing customers and holders of long-term contracts. Resales from 
these to less favoured consumers have recently been made at much higher prices 
than those quoted by the producers. Cold-rolled steel sheets which have been 
selling on the basis of $82 a ton at the mills have been quoted up to $200 a 
ton in the open market where supplies have been replenished by imports from 
Belgium and Germany. In this context, and in the still wider context of the 
world dollar gap, there should be no mistaking the significance of the order for 
steel tubes that American oil companies recently placed in Britain. 

Faced with the prospect of increasing scarcities and bottlenecks in certain 
essential raw materials, the United States authorities will unquestionably be 
driven to apply an increasing measure of physical controls over raw material 
allocations. The first material likely to be affected is natural rubber, the major 
American reserve of which is the stockpile held on government account. 
Allocations of steel may be left to the initiative of the industry itself, though it 
would be difficult to ensure that any voluntary scheme is not marred by the 
emergence of parallel grey or black markets. Recognition of these short- 
comings of voluntary allocation schemes has led some influential figures n the 
United States to demand the full economic mobilization of the country and the 
application of widespread physical controls, including rationing, price control 
and wage stabilization. The spokesman of this school of thought is the veteran 
economic statesman, Mr. Bernard Baruch. His views, however, have been 
neutralized by politicians of the Republican camp, notably Senator Taft, t 
whom the President's modest request for powers to apply economic controls 
seems the best way of selling out to the enemy by adopting his philosophy. 

For the time being, therefore, the most effective anti-inflationary measures 
in the United States are likely to be those taken in the fiscal and monetary 
fields. Already the President has accompanied his additional expenditure 
estimates (which amount to some $15 billions—S$11 billions for defence pur- 
poses and $4 billions for military aid to allies) by proposals for additional taxa- 
tion that would bring in some $5 billions. This is to be secured mainly by 
higher taxation on corporate profits and increased income tax. The resultant 
gap between the added revenue and expenditure items may seem to promise 





an appreciable deficit in the current fiscal year. It should not be forgotten, 
however, that not all the additional military appropriations will be spent this 
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year. Of the S11 billions defence programme, only $4 billions—according to 
the chairman of the Congressional Committee on the Economic Report—will 
fall during the current fiscal year. It is also probab le that the Congressional 
economy axe will fall fairly heavily on certain items of expenditure. The 
acceptance of the supplementary estimates has been made conditional on an 
overall 10 per cent. cut in non-defence sectors of government expenditure— 
with the notable exception of Marshall Aid, the appropriations for which are 
being left intact. Despite this it still seems probable that some inflationary 
pressure will be exerted by a budget deficit this year. 
~ More immediately effective inflation: irv solvents may perhaps be produced 
in the field of credit policy. Already the P resident has taken ste ps to tighten up 
mortgage credits by ordering cash payments of at least 5 per cent. on veterans 
mortgages and asking for more vigilant valuations of prospective security 
by the Federal Housing Administration. This is merely a small beginning of 
what might be an effective attack on the most powerful single source of in- 
flation in the United States. Mortgage credits there have been rising at the 
rate of over $5 billions a year. In the sphere of consumer credit, ‘‘ Regulation 
W’’, institute a during the last war, could be readily re-invoked. It would do 
much to curtail effective demand for durable goods such as motor cars, house- 
hold appliances and other commodities where private consumer demand is 
most directly competitive with the needs of the rearmament programme. In 
addition, the Federal Reserve authorities, despite reiterated opposition from 
Treasury, seem at this writing to be edging towards a more vigorous policy 
of dearer money. The news that the Federal Reserve Bank of New York has 
raised its discount rate from 1} to 1? per cent. may be a warning shot before 
1 battle royal on this issue 
The choice then "’, says the editorial in the August issue of the American 
magazine Iortune, “is not guns or butter. Even in the total war effort of 
1943-45 the United States found it could have a great deal of both .. . the 
guns and the butter potential of the United States economy was never higher 
than to-day "’. This is unquestionably true; but it does not gainsay the fact 
that as in World War II the task of encompassing this additional and sub- 
stantial effort will almost certainly conjure up inflationary forces. The 
measures taken and proposed to subdue these forces do not as yet appear 
adequate for their task. For the world economic situation the prospect that 
emanates from the United States is therefore a mixture of rising dollar com- 
modity prices, sustained American demand for imported commodities and, with 
the switch to war production, a lessened cape ity to export. These build up 
into a pattern of unmistakable economic significance. Sup ‘imposed on the 
exchange adjustments of a year ago and on the determination of f the American 
Administration to grant substantial military aid to Eurepe and to maintain 
the proposed scale of Marshall Aid, they suggest that the dollar gap, if not 
removed completely, will at last be reduced to apenas proportions. One 
of the difficulties of European countries, and of Britain i 1 particuli ir, in the 
months to come, may be to convince the American Ac minis tration that a 
continued increase in gold and dollar reserves will not necessarily be a sign that 
the economy of Europe has reached a state of long-term equilibrium. Still less 
will it be an indication that Britain and the countries of Europe are failing to 
pull their weight in the campaign against aggression. 
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France in Face of Rearmament 


By Charles R. Hargrove 
O face the necessity of immediate large-scale rearmament only five vears 
after the last gun was fired in the world war, before more than a fraction 
of the homes destroved by that war have been rebuilt, while budgetary 
equilibrium and price stability (attained last year with extreme difficulty are 
still visibly only relative and frail, and on the morrow of yet another of a long 
series of political crises—such a prospect caused no little dismay in France on 





its sudden appearance a few weeks ago. It is not surprising that the new 
Pleven Cabinet should at first have hesitated to grasp the nettle. When 
M. Pleven had his first opportuntty to disclose his attitude, on July 25 before 
the Assembly's Finance Committee, he flatly denied the inevitability “‘ for the 
moment ’’ of choosing between butter and guns, refused to take his stand fora 
war-economy, and insisted on continuance of the programme of heavy capital 
outlays on reconstruction and equipment in the next two or three vears. H 
consented to increase the defence estimates for 1951 by only Frs. 8o milliards 
over the Frs. 420 milliards allotted for this year, adding that only the United 
States was in a position to assume heavy new burdens at this time. He went on 
to argue that national defence expenditure must be “ reasonably calculated ”. 
Otherwise, by imperilling economic and social equilibrium, the democracies 
might fall into the trap that had “ perhaps ”’ been laid for them. He, therefore, 
advocated a system of common financing for common defence by the signa- 
tories of the Atlantic Pact. In his prescription for France he envisaged fiscal 
readjustment and relief instead of extra taxation ; he spoke of making credit 
easier and cheaper, especially for house-building, not of diverting income and 








savings into rearmament finance. 

Some two weeks after this exposition, however, the French Government 
published its reply to the American request for information on its national 
defence programme. This memorandum contained evidence of a certain change 
of heart. National defence expenditure in 1950 was now estimated at Frs. 500 
milliards instead of Frs. 420 milliards. The additional expenditure envisaged for 
1951 was still put at Frs. So milliards, but a new note was struck in the proposal 
for a three-year defence programme involving a total outlay of Frs. 2,000 
milliards. This, it was said, would suffice to modernize the equipment of 
existing French divisions and establish fifteen new ones, besides financing the 
first three instalments of a new programme for revival of the French air force, 
recently approved by Parliament. This new programme was made dependent 
on three conditions—tfirst, that American and British garrisons on the Con- 
tinent should be strengthened ; secondly, that an adequate standard of lif 
should be maintained in France; thirdly, and most notably, that the bulk of 
the 2,000 milliards should be raised outside France. This last stipulation was 
contained in official declarations made to the Press ; the memorandum itself 
was content with the statement that “ the new effort cannot be accomplished 
without an external contribution of arms and raw materials and considerable 
financial aid "’. It added, however, that France was determined to play a rile 
in no way inferior to those of her partners ‘‘ in proportion to her resources ” 
In assessing the part that France is to play in Western defence, it may not 
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always be realized abroad that the new world situation has necessitated an 
awkward reversal of the propagandist attitude hitherto assumed by French 
Ministers towards military expenditure. Until recently all French Governments 
have been anxious to make defence expenditure look as small as possible because 
their critics, especially the Communists, have been fond of laying the blame 
for a large part of the annual budget deficits upon the armed forces. Until a 
year ago, indeed, it seemed even to France’s friends abroad that her military 
ambitions amounted to extravagance, and were exceeding the limits fixed by 
the needs of economic reconstruction on the one hand and her post-war im- 
poverishment on the other. The Communists, of course, did all they could to 
support this line of attack, which harmonized with their campaign for “‘ peace ”’ 
and the virtual abandonment of Indo-China. The course of the war in Indo- 
China, moreover, has not improved the case of the “ militarists,” for while it 
has absorbed the largest part of the fully trained and equipped personnel, 
including almost all the available professional cadres, no appreciable progress 
towards victory has been made. The latest defence memorandum pointed out 
that no les ‘ss than 150,000 of the 660,000 men in the army, navy, air force and 
cendarmeric, are engaged in Indo-China. It was natural, therefore, that as 
recently as last March, the Secretary of State for the Budget, M. Paul Faure, 
should have stated publicly that France’s military outlay in 1950, whether 
measured absolutely or relatively to total expenditure, was inferior to the 
average of other Powers and could be called only “ moderate’”’. For this 
propagandist reason, military estimates in the Budget itself have never been 
too clearly presented. Usually they have been presented quarterly, not 
annually, and the difficulty of defining exactly what is military and what civil 
expenditure has given some opportunity to Finance and National Defence 
Ministers to juggle with the figures. This opportunity has not been neglected. 

Quite apart from this difficulty, it must be recognized that almost insuper- 
able problems are attached to any attempt to distribute the burden of defence 
among the Western Powers according to abstract principles of “ fairness ” 
The recent French defence memorandum assumes that the basis must be 
national income ; it estimates the actual French military burden at 8 per cent. 
of national income, to be increased next vear to between 9 and Io per cent. But 
even if figures for national incomes and real military expenditures can be 
agreed upon (and these figures are always apt to be calculated by Govern- 
ments in the light of their own circumstances) other problems remain. A 
nation, like a man, paying 10 per cent. of its income to finance its own defence, 
makes a sacrifice that varies in weight according to the size of its income, 
reserves or savings, and general standard of life. The French memorandum 
makes the point that a French soldier costs less than two American cents a 
day to maintain—in the Assembly it was stated that his annual cost is the 
equivalent of $1,000. Moreover, account must surely be taken of the difference 
between those nations that have been waging costly overseas wars ever since 
the world war ceased and those that have not, and also of the different burden 
involved in mobilizing hundreds of thousands of men in nations where man- 
power is abundant and in those where it is deficient. Argument might also go 
on interminably about the nature and amount of capital outlays needed to 
maintain ‘“‘ economic and social equilibrium ”’, not to mention an “‘ adequate ”’ 
standard of life. 
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Despite the strings attached to its offer of contribution to the common 
effort, France cannot be charged with lack of either good will or determination, 
[It is true that there is no official or popular enthusiasm over the prospect of 
arming, much less of employing arms in real earnest. The average citizen here 
knows well enough that there is nothing to prevent Soviet legions from reaching 
the Atlantic coast in a week except the atom bomb (which for him is a complete 
mystery) ; he has, therefore, a lurking fear that a rearmament drive might 
induce the Russians to bring forward the date of attack unless more Anglo- 
American troops are quickly dispatched to the Continent. It must be remem- 
bered, too, that French national unity is gravely imperilled by the existence ofa 
powerful Communist organization within the country, and that successive 
French Governments have conducted themselves to date in a way that leaves 
the average Frenchman’s faith in them very far from solid. This average 
French citizen, however, does not take pride in finding himself now no less 
dependent on American arms for personal security than he was, until recently, 
on American food and raw materials for his economic survival. Given a chance 
to defend himself, he is likely to show the same spirit as he has done in rais sing 
himself from his economic ruins when the chance was given him. The offer o 
man-power for fifteen divisions is there to prove it, as is the decision to increase 
the outlay on national defence by 18 per cent. next vear. To suspect France of 

‘ passing the buck "' ts, therefore, grossly unfair. 

The French memorandum was, in fact, a measured statement of France’s 
case. Economically, the country is in a state of convalescence and further 
progress towards the goal of sound health was likely in any case to encounter 
internal political and social obstacles even if no new burden of rearmament was 
imposed. It is true that the improvement in some sectors of the economy has 
already been astonishing. In eighteen months wholesale prices have risen only 
7 per cent., Industrial production has mounted from 5 per cent. to 25 per cent. 
above pre-war and exports have advanced so rapidly as to cover imports (in 
July) by ro2 per cent. instead of 60 per cent. The position of the Treasury 
according to a recent statement by the Minister of Finance, has become easier 
than it has ever been ; the budget deficit this vear is likely to be only about 
5 per cent. of expenditure. Foreign exchange resources, non-existent last year, 
stand today at the equivalent of Frs. 140 eye Despite some recent 
appreciation since the outbreak of the Korea war, the price of the gold louis on 
the free market was about Frs. 3,750 in mid- pie ust, compared with Frs. 4,250 
at the beginning of the year and over Frs. 5,000 after the September devalua- 
tion. This decrease is a sign of growing confidence in the national currency. 

But the picture is not all bright. The capital market is in a state of complete 
stagnation. The average price of 295 representative domestic stocks is less than 
ten times the pre-wat ‘teal although commodity prices have risen twenty- 
fold ; the index for domestic bonds stands at 10 per cent. below pre-war— 
the Perpetual Three Percents are quoted at 58 and the 1949 Fives at 78. The 
Government will be lucky if it can achieve its aim of raising Frs. 180 milliards by 
a series of small loans this year, although in real values the sum is insignificant 
compared with the product of a single national appeal five and, still more, 
fifteen years ago. Meanwhile, vast hoards of gold still remain in private strong 
boxes, cupboards or stockings, instead of being exchanged into national cur- 
rency. Next year, even without any contribution to the rearmament pro- 
gramme, the Government, according to present estimates, will have to try to 
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raise Frs. 600 milliards by public loans. This, on present showing, seems plainly 
impossible. It must be expected, too, that Marshall Aid will be still further 
reduced next year. This means a diminution not only of American goods sup- 
plied eratis but also of “‘ counterpart ’’ funds in francs, of which Frs. 250 
milliards are available this year for Government financing of re-equipment and 
reconstruction; not more than Frs. roo milliards of these funds can be counted 
on in 1951 for the relief of the frictions in the French capital market. 

M. Pleven seems to hope that equilibrium will be maintained in the economy 
through increased production with, perhaps, a slight paring down of investment 
(especially projects that could not become reproductive for several years) and 
some administrative economies. The prospect for administrative economies, 
however, scems bleak ; this Government and Parliament are less likely than 
others have been to cut down the ranks of the Civil Service (in any case a long 
process) and to face readjustment of its wages, salaries and pensions. A paring 
down of investments, so long as it does not touch house-building, would seem 
to be inevitable. In general, however, provided the rise in raw material prices 
can be kept moderate (though responsibility for that must lie largely with allies 
who produce them), it should be possible to finance rearmament without a 
price runaway. Certainly, the French Government, on the principle of “ once 
bitten—twice shy ’’, can be counted on to struggle to prevent serious inflation. 
Unfortunately, the position is complicated by the fact that, following the 
abandonment of Government control of wages in favour of collective bargain- 
ing between employers and unions, some early readjustment of wages is inevit- 
able. By and large the lower ranks of the wage-earners have still a real griev- 
ance. It should be noted, however, that for twelve months and more the 
country has been remarkably free from labour troubles. Even the Communists 
have had to change their tactics and make peace their slogan instead of higher 
wages. 

To sum up, France’s Achilles heel was, is and will be political. It still 
remains true that the Communists have the largest party in Parliament and 
the most powerful labour organization. Moreover, the coalition of Moderates 
that has excluded Communism from office so long and somehow managed to 
govern without impeding the rapidity of the country’s economic recovery, has 
never ceased to demonstrate its instability in the ceaseless succession of short- 
lived Cabinets. In less than a year now the Constitution will compel the election 
of a new Parliament and there will then descend into the arena not only the 
old Communist challenger to Moderation (if Moderation is the right term for the 
quarrelsome coalition of Socialists, Popular Republicans and Radicals) but a 
new challenger in the form of General de Gaulle and his Rassemblement du 
People Francais. Of course, the present Parliament might decide to vote its 
own prolongation of life and so escape the challenges, but its prestige and that 
of the régime, which are already low enough, would scarcely be improved by 
the subterfuge, and what France is likely to need more than ever in the new 
chapter of world history that is now opening is a régime that commands 
respect both at home and abroad. In short, this country has, to some extent, 
found its way out of the wood economically but politically it is still groping. 
It is not yet clear whether the storm now gathering will make it lose its way 
more than ever or whether it will enable it to find its bearings more quickly 
than it would otherwise have done. 
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The Bank Staff Problem 
By Oscar R. Hobson 


HIS article is an attempt to review from the outside, the recent progress 

towards solution of what may be called the bank staff problem, the prob- 

lem, namely, of how to recruit and train staffs capable of rendering the 
service which will be demanded of the banks in the coming years. 

Perhaps I ought to begin by establishing the fact that there 7s a bank staff 
problem, though I think that that has been pretty conclusively proved by 
writers in the series ot articles which appeared in this journal in the summer 
and autumn of 1948 and, of course, by Lord Balfour of Burleigh in his presi- 
dential address to the Institute of Bankers in May of this year. These authorities 
have shown clearly that there are certain long-term social forces at work, which 
make it certain that the banks will not be able to maintain efficient staffs by 
the cld methods of recruitment. The three main considerations in question 
are (1) the sharp decline in the birth rate in the years preceding the war which 
must necessarily involve for many years to come a decline in the total supply 
f 17- or 18-year-old boys and girls, (2) recent Education policy under which 
boys and girls remain longer at school and an increasing proportion of school- 
leavers proceed to a university or to training for the professions, and (3) the 
‘full employment ”’ influence which reduces the special attractiveness, on the 





score of security, of such vocations as banking and insurance. 

In other words. the supply of boys and girls of the ages from which the banks 
were wont to draw the great majority of their entrants is falling and the com- 
petition for sr it diminished supply is increasing. That seems to prove quite 
conc lusively that there is a bank staff problem, even if one dismisses (in the 


face of all saobability as temporary the complicating circumstance of com- 


an National Service 

I do not think any bank staff manager would deny these statements, though 
I have found one or two of them inclined to demur to the suggestion that thev 
constitute a problem which needs to be systematically thought about. They 
will admit that recruiting conditions are “ chaotic’ and that they have to 
follow a hand-to-mouth course of accepting any material which will reasonably 
pass muster, whether direct from the schools or after military service. But 
they seem quite content with that situation, or, at any rate, they are ready to 
accept it rather than raise awkward and contentious questions of policy, such 
as the employment of university graduates. 

Now this line, as it seems to me, just is not good enough. An institution 
must either go forwards cr backwards ; it cannot stay still. And an institution 
which is content to accept a deterioration in the general standard of its personnel 
without doing anything about it is dead certain to go backwards. Of course 
one can imagine circumstances in which that might not matter much. The 
kind of staffs which the banks require depends upen the kind of service which 
the banks are expected to render. If they were to be nationalized, the trend 
would be towards limiting service to the purely 1outine type and there would 
be no need for a large propertion of highly educated, highly-paid officials. No 
doubt specialized services, such as trustee- and exec utorship, would continue 


to be available (though these might well be concentrated in the office of the 
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Public Trustee on the ground of greater economy) but an increasing proportion 
of bank work would undoubtedly be of the mechanical or semi-mechanical 
type. But if the banks are to remain as private enterprise institutions, as the 
creat majority of their customers, their sharehclders and, I imagine, their 
staffs ardently desire, then it would seem that their line of advance must be 
in the direction of more efficient service. And indeed, so long as competition 
in the matter of rates charged or allowed, is ruled out, or virtually ruled out, 
competition must mainly be concentrated on those classes of service which are 
less tangible though highly valued by both private and business customers. 

In such a competition of service the advantage must certainly go to the 
banks with the best educated, best trained staffs. So far as training is con- 
cerned, all the banks now recognize, in greater or less degree, the value and 
economy of systematic training of personnel as against the traditional wasteful, 
hit-or-miss method of leaving the individual to “ pick it up ’’ from observation 
of his co-workers. The provision of regular training “ schools ”’ originated, 
so far as juniors are concerned, in the plain need of a methodical system of 
instruction in the use of accounting machines ; so far as senior staff members 
are concerned, it arose from the need to provide ‘refresher courses ’’ for those 
who had spent several years in war service. Both classes of school are now held 
to be indispensable by the banks which have adopted them. So far, however, 
there is nothing like community of practice or of theory in the matter of training 
among the various banks. In some banks training procedure can still only be 
described as rudimentary. In a few it has been developed into a carefully 
thought-out sequence. One of the Big Five now runs two junior courses at a 
residential ‘‘ school "’ and two staff courses at a residential “ college ’’. The 
first junior or “‘ entry ”’ course is fer beys and girls of seventeen and upwards 
it is primarily devoted to instruction in routine processes including machine 
working, but it also aspires to inculcate a sense of loyalty to the bank and to 
its traditions of service. The entry course is followed by a second more 
advanced junior course, some five vears later. The junior of the two staff 
courses at the Staff Colle ‘ze is designed to fit those who attend it for such posts 
as chief clerk or chief security clerk, and the senior is designed to fit for branch 
manager or equivalent post. Those selected for the junior staff course will 
normally be from 26 years upwards, those selected for the senior course will 
normally be from 30 years upwards. (When this and other bank staff training 
schemes were lirst started some two years ago, the average age of entrants was 
higher, averaging perhaps 40 years or nearly, but this was a temporary phase 
arising from the ‘ war.) 

I have myself visited the staff colleges of four banks (including the one 

mentioned) and was in each case deeply impressed by the value of the 
training given and even more by the enthusiasm and team spirit shown by those 

eiving it and giving it. And I have the testimony of more than one staff 
nae Aes that, short as has been the experience available so far, results 
have fully come up to or have exceeded expectations. The system of rendering 
reports on each individual attending the courses has greatly assisted the general 
managements in making appointments, and a high proportion of those who 
attended the earlier courses have since received appointments ; though, on the 
other hand, an appreciable minority have discovered from the reports or 
from contact with their fellow students that their capacities were not quite as 
teat as they had believed. 
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Nevertheless, this whole matter of staff training must be recognized to be 
still in the experimental stage. That is proved by the very great differences in 
the length of the courses in different banks. I think I am right in saving that 
in one bank the prescribed length of the manager's course is 13 weeks, and in 
another 10 days. What is equally significant is the diversity of view, as between 
different banks, on the kind of curriculum which is desirable, especially in the 
senior courses. Banking subjects, in the narrow sense of the term, necessarily 
and properly form the hard core of the syllabus in every case. In every syllabus, 
too, there are some subjects of a more “ general’ character—lectures on 
economics, accounting, the Stock Exchange, industry, agriculture for example. 
But what should be the proper proportion between the two seems almost to be 
developing into an ideological controversy. Some of the high officials in all 
banks, and most of them in some banks, are almost vehemently opposed to the 
introduction of what they regard as vain and useless “ frills ’’ into the staff 
course curricula. They have no use for the ‘“‘ humaner letters ’’’ in banking : 
they think that training should be strictly confined to the “ brass tacks ”’ of 
the profession. The controversy is, perhaps, crystallized in the attitude which 
the various banks are manifesting towards the Administrative Staff College 
at Henley. Two of the Big Five prize and are careful to fill the place in each 
course which is allotted to them. They evidently believe that there is value to 
them in the “ wider outlook ’’ which any able young banker is bound to gain 
by mixing with able young men and women of other professions in the environ- 
ment provided by the College. But a third bank is so little interested in this 
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aspect of training for its higher posts that, after sending one member of its 
staff to a course at Henley, it apparently does not intend to send any more. 

My own instincts are all on the side of the wider, more liberal type of 
training course for budding bank managers, and even, within limits, for the 
more junior grades. Undoubtedly, there is great value in a group of staff 
members of similar standing coming together from widely dispersed parts of 
the country to study technical problems in co-operation, and I am bound to 
say that I have found the generally adopted method of teaching, by mutual 
discussion under the leadership of an “ instructor ”’ rather than by formal 
lecture, to be most admirable. Under such conditions not only is community 
of practice throughout the branches of the bank promoted, but the rising 
generation of managers get to know each other and each other’s capacities in 
a way which would otherwise be impossible. 

Nevertheless, you do not really need to entertain members of your staff for 
a period of weeks under conditions approximating to those provided by a 
first-class hotel merely in order to teach them what a bill of lading is or a 
denoting stamp. If that is all the staff colleges are to teach, then the hard- 
boiled general managers of the old school would have some justification in 
regarding them as a wicked waste of money. Of course, the colleges aspire to 
teach a great deal more about banking than its mere mundane technicalities. 
But in the last resort where are the limits of “‘ practical banking "’ to be drawn ? 
Even the “ brass tacks ”’ school must recognize, if they think about the matter, 
that a bank manager in, say, one of the big cotton towns, will be a better man 
for the job if he has a broad knowledge of the organization of the cotton textile 
industry and of the sources of its supply of raw material and of the probable 
movements in the price of cotton and even of the economic forces which may 
bring these about. And if the well-equipped branch manager ought to possess 
a reasonably wide general knowledge of industrial (and agricultural) economics, 
where ought the limits of training of a general manager to be set ? 

It is an interesting sign of the times that the English and Scottish Institutes 
of Bankers are organizing a Conference on ‘‘ Education and Training in 
Banking "’ at St. Andrews from the 9th to 16th of this month. The published 
programme hardly indicates that there will be much time available for dis- 
cussing What may be called the higher philosophy of bank staff training. It 
is to be hoped, nevertheless, that these deep issues will not be entirely shirked. 
The Conference should surely present opportunities, which ought not to be 
let slip, of compelling the exponents of the “ look where I have got without 
schooling ’’ doctrine to defend their faith away from the protective background 
of the board room or the manager’s room ! 

When all is said and done, however, training is not everything. The silk 
purse can be made only out of silk, and so we are driven back again on the 
fundamental dilemma that the supply ot silk seems to be failing while the need 
for it is increasing. It can, of course, be argued that in such a case the only way 
out is to discover substitutes for silk. That is being and will be done. Part of 
the solution of the bank staff problem is to increase the proportion of women 
employed, consigning to female labour a large share of the mechanical and 
routine work of banking and concentrating the smaller male staff on the super- 
visory, executive and administrative duties. That, however, can be only part 
of the solution, if it is true that it is not only the quantity but the quality of 
the male recruits which is deteriorating. There can be no shirking this in- 
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flammatory question of university graduates and their status. Lord Balfour 
has said that the spectre of the so called “ two-tier’ system of staffing is 
nothing more than a bogy and I agree with him. There is already and always 
has been a multi-tier system of staffing. No bank could survive for ten years 
under a system in which the salaries of all employees were advanced by precise 
and irrevocable annual increments irrespective of merit and ability. The 
institution of staff training courses obviously spotlights the differentiations 
that have always existed. That a man has been chosen for and has successfully 
passed through the Staff College will be widely known in the bank and that 
man will be respected or envied by reason of that fact. So with the university 

His colleagues in the bank will certainly be conscious and in a degree 
of his educational advantages and if they choose to show resentment, 

lich they very rarely will, they can make life disagreeable for him. But | 
do not see any need on that account to introduce any such gratuitously pro- 
vocative distinctions of status as are implied in the term “ two tier’. At any 
rate, if there is a case for making a formal] distinction between the potential 
managers and those who will remain hewers of wood and drawers of water, 
by establishing two tiers or divisions, it arises independently of the question 
of whether university graduates are to be employed by banks in significant 
numbers. If university men are employed, nearly all who stay the course will 
rise to hold higher posts but there will be no reason for d'fferentiating them 


Li 


itt 


from those in the “ potential manager ”’ class who have gone through the mill 
in the ordinary way. 

There is, however, something important to be said about the employment 
of graduates which does not appear vet to have been said with the necessary 
emphasis. It concerns their initial terms of engagement. Lord Balfour of 

surleigh, in his Institute address, said this : “ If suitable university men are 
to be attracted in any numbers they would certainly require full age seniority 
on entry with payment of an initial wage based on age, and no less opportunity 
of advancement than is open to all bank clerks from whatever source recruited 
who prove themselves suitable for promotion.” This means, I take it, that a 
university man entering a bank at the age of 22 will receive a wage equal to 
that which a clerk who entered from school at 17 or 18 is getting at 22, the four 
or five extra vears spent by the former in further education counting forneither 
more nor less than if they had been spent in the service of the bank. 

Now if this is as far as the banks are prepared to go, then all I can say is 
that they will not get the university men. If they believe that in order to 
ensure the future supply of general managers of the requisite quality, which js 
what some of them at least say they do believe, they must recruit a regular 
l f (in the aggregate), say, 100 university men a year, then they must 

market price for them. One or two of the smaller banks show some 

of having grasped this fact and have offered to promising university men 

etter terms than those implicit in Lord Balfour’s formula. Whether 

done this as a set policy or merely as a casual experiment, | do not 

In any case, neither the Big Five nor the smaller English and Scottish 

vetting university men in appreciable numbers, for the reason that 
nnot bring themselves te risk offending their existing staffs by offering 
ely better terms to the graduates. Even Lord Balfour’s own bank has 


not so far ventured to jump this hurdle. Well, if the banks will the end, they 


will have to will the means. 
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Sweden’s Steps to Check Inflation 
By Lars-Erik Thunholm 


STOCKHOLM, August 7 

LL through the post-war period the need to curb the inflationary tendencies 

prevailing in the Swedish economy has been a major concern of the 

Swedish Government. The strength of the inflationary pressure has 
varied a great deal. It was at its worst between 1946 and 1948 when the 
equilibrium of the economy was very serious sly upset. In 1949, the pressure 
subsided appreciably, so much so that many people assumed that the danger 
was over, and that Government controls could be relaxed. Practically all re- 
maining rationing of food was abolished in 1949, the volume of building was 
allowed to increase and control over imports from non-dollar areas was relaxed. 
These steps towards the re-establishing of a more frecly functioning price 
mechanism, however, were taken slowly and cautiously, for the Government 
realized that the situation prevailing around the middle of 1049 could not be 
regarded as one of stable « quilibrium. It was rather characterized by an inter- 
play of inflationary and deflationary forces—an interplay that led to an uneasy 
balance through the last half of 1949 and the first half of 1950. 

In the last few months, however—even before the Korean crisis gave a 
renewed impulse to inflation in the rest of the world—there have been signs 
that inflationary tendencies in Sweden are gaining in force. This has caused 
the authorities to reconsider whether some of the controls that were scrapped 
or relaxed in 1949 should not now again be put in force. There are also signs 
that the Government is willing to add to its counter-inflationary arsenal some 
weapons that were abjured in the earlier inflationary phase. Chief among 
these are the orthodox weapons of monetary policy. It seems probable that 
the long sacrosanct 3 per cent. rate for long-term Government borrowing is 
at last to be allowed to be breached. 

To explain the present situation it is necessary first to give a brief survey 
of the inflationary problem in Sweden during the earlier post-war years. As 
already pointed out, this problem was particularly pressing between 1946 
and 1948 when the economy was overstrained by a simultaneous upsurge of 
investment and consumption. The increase in investment was partly due to 
the launching of an ambitious Government housing programme immediately 
after the end of the war and partly to a substantial increase in capital expendi- 
ture by Swedish manufacturing industry. Not only were many firms in dire 
need of re-equipment and replacement, but there was also, in the early, 
optimistic post-war years, a strong expansionist psychology in Swedish business 
life. The increase in consumption was largely due to demands accumulated 
during the years of war-time isolation ; these demands, which were directed 
especially towards durable goods and clothing, were backed up by large holdings 
of liquid assets. At the same time, two other factors fed the fires of inflation. 
One was the rapid increase in wage rates that took place in 1946 and 1947 as 
a result of the extreme shortage of labour and the large profits earned by 
manufacturers ; between 1945 and 1948 average hourly wage-rates in manu- 
facturing industry rose by nearly 40 per cent. The other factor that served to 
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swell the demands for consumers’ goods was the widespread increase in social 
benefits introduced by the Social Democratic Government. 

Although the total output of goods and services in Sweden had risen well 
above the pre-war average, the increase was not sufficient to satisfy this very 
substantial increase in demand. The resulting disequilibrium showed itself 
both in an upward pressure on prices and in an alarming deterioration of 
Sweden's international payments. While the rise in prices was partially 
suppressed by rigorous price control—from 1946 to 1948 the level of wholesale 
prices rose by 15 per cent. and the cost of living by 8 per cent.—it was impossible 
to prevent an adverse development of the balance of payments and a rapid 
decline in the Riksbank’s gold and foreign exchange reserves. Although 
import controls were imposed in March, 1947, and were progressively tightened 
over the ensuing months, these reserves declined from about 3,000 million 
kronor in July, 1946, to about 400 millions in the summer of 1948. 

The Swedish authorities, of course, resorted to other weapons beside price 
and import controls in their efforts to restore the economy to an even keel. 
At a comparatively early stage building operations were subjected to a general 
licence system that aimed at cutting down the heavy demands on capital 
goods. The Government also imposed swingeing increases in indirect taxation, 
and thereby managed to create a budget surplus. A severe limitation of 
dividends and a partial freezing of industrial profits in blocked accounts at 
the Riksbank were further steps in this fight against inflation. The authorities 
resolutely refused, however, to resort to the traditional weapon of raising 
interest rates in order to curb credit expansion. All through the inflationary 
boom the Government regarded the maintenance of the long-term rate of 
interest at the 3 per cent. level as a cardinal feature of its policy ; the 
Riksbank, therefore, had to stand ready to buy any bonds that were offered 
on the market but could not be absorbed at the pegged price. Thus the Riks- 
bank's portfolio of Government securities increased from about goo million 
kronor in the summer of 1946 to over 3,000 million kronor at the end of 1948. 
By these bond purchases the Riksbank supplied the monetary flow that 


illogically jacked up the inflationary boom. 


STABILIZATION IN 1949 

[In spite of these intrinsic contradictions in Government policy, inflationary 
pressure gradually subsided. In the first half of 1949 it became evident that 
consumers’ demand was falling off, that the excessive shortage of labour that 
had prevailed for several years was being relieved, and that the upward pressure 
on prices had subsided. In fact, from the autumn of 1948 until August, 1949 
wholesale prices were moving slightly downward, while the cost-of-living 
index remained practically unchanged. No doubt this stabilization of internal 
conditions in Sweden was partly due to the Government’s limited anti 
inflationary policy described above. The measures already enumerated were 
buttressed in the autumn of 1948 by an informal agreement between the 
Government and the trade unions, whereby the unions would not demand any 
contractual increases in wages during 1949—provided prices remained stable. 
The lessening of inflationary pressure, however, was not wholly due to 
deliberate Government policy. One potent influence was obviously the chang- 
ing trend of economic conditions the world over, following the decline in 
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economic activity in the United States during the first half of 1949. This 
trend in world affairs took place at a time when markets in Sweden itself were 
beginning to approach a state of saturation. The abnormal post-war demands 
for consumers’ goods hé id been very largely satisfied and, owing to the stabiliza- 
tion of prices, consumers’ buying was no longe r stimulated by the fear of further 
rises. At thesame time the abnormal post- war investment needs of industry had 
also been very largely met, while the change in business outlook made entre- 
preneurs less eager to embark upon further expansion. Forces on the supply 
side worked in the same direction. Industrial production, which had been 
rising more or less continuously throughout the post-war period, showed 
particularly rapid advance in 1948, the overall index of production rising from 
172 in 1947 to IdS3 in 1945 (the index is based on 1935 100). In 1949 there 
was a further rise, to 189. This advance was not backed by any significant 
increase in employment. It was due mainly to a continuous improvement in 
industrial productivity, caused by the considerable investment in plant and 
machinery undertaken during the previous years. 

The improvement in internal economic conditions in Sweden in 1949 was 
siiaepenied by marked progress towards external equilibrium. This was 
brought about partly by the enforced reduction of imports but also partly by a 
gratifying increase in exports. As domestic demands fell off and production 
increased, more goods became available for foreign markets and the volume of ex- 
ports began to rise above the very low figures recorded in “ vious years. Asa 
result of these tendencies, the Swedish balance of payments, which had shown 
a deficit on current account of 1,460 million kronor in 1947 and of 470 million 
kronor in 1948, achieved a surplus of about 450 million kronor in 1949. 


INFLATIONARY PRESSURE RENEWED 


Such was the situation in the autumn of 1949, when the devaluation of the 
Swedish krona changed the whole face of the inflationary problem overnight. 
When sterling was devalued in September, 1949, nobody in Sweden seriously 
doubted that the krona would have to follow suit. The international competi- 
tive position of the Swedish export industries and of Swedish shipping would 
have suffered severely from any other policy ; the still precarious balance of 
Sweden's international payments, particularly that with the dollar area, ruled 

uit maintenance of the old dollar rate. Nevertheless, the decision to devalue 
was taken with misgiving. It was feared that the devaluation, by increasing 
the cost of many imports in terms of Swedish kronor, would set prices moving 
up again, and that the internal stabilization programme that had been so 
successful would again be jeopardized. Moreover, it was a major objective of 
Government policy to prolong the wage-freeze agreement into 1950 and any 
increase in the cost of living, however slight, would have removed the con- 
dition on which trade union support of the agreement was based. 

In order to prevent the cost-of-living index from rising, the Government 
decided to subsidize temporarily certain imports (such as coffee, cotton and 
hides) and certain domestic agricultural products. It believed that the sharp 
price rises that occurred in the international markets after sterling’s de- 
valuation would prove to be relatively short-lived and that subsidies were 
justifiable as an expedient tc prevent these temporary price movements from 
driving up the Swedish cost of living. Thanks to the granting of these subsidies 
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it was possible for the Government to get an undertaking from the trade 
unions to prolong the wage contracts for 1950 at unchanged rates. 

So far, price " aabilination based on these subsidies has been effective, 
Between August, 1949, and May, 1950, Swedish wholesale prices rose by a mere 
3 per cent. and the cost-of-living index remained practically unchanged—and 
this in spite of a 21 per cent. increase in the index of import prices. This does 
not mean, however, that the subsidy policy has been wholly successful. The 
basic assumption underlying it—that the international price level would come 
down again in 1950—has so far proved false, and there now seems to be no 
prospect that the Swedish authorities will be able to abolish the subsidies 
without affecting the domestic price level. On the contrary, the rearmament 
boom following the Korea crisis points to a renewed upward tendency of raw 
material prices. The seriousness of Sweden's price problem must not, how- 

be overrated. If subsidies were abolished now, the cost-of-living index 
in Sweden would rise by about 4 per cent.—a much less spectacular rise than 
that expected in the autumn of 1949. 

There is no doubt, however, that, after nearly two vears of comparative 
stability, Sweden is again threatened by strong inflationary tendencies. These 
new inflationary impulses stem from several different sources, of which the 
international situation is only one. It is, for instance, now clear that the present 
wage-freeze agreement, which has been successfully in force for two years and 
which has constituted the corner-stone of the stabilization programme, will 
not be renewed for a third year. Spokesmen, both for the trade unions and 
for the Government, have made unequivocal statements to that effect. This 
probably means that when present wage-contracts terminate around the tum 
of the year there will be a general demand fcr higher wages. The extent of 
these demands will depend, of course, on what happens to the general price 
level in the autumn, which in turn depends on international price developments. 
In addition, an increase in internal prices must be expected as a result of the 
abolition of most subsidies as from January I next. 

Another factor that threatens to add fuel to the inflationary fire is Sweden's 
external surplus. This is likely to te even bigger this year than it was in 1949. 
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It is true that Swedish imports have lately increased considerably, mainly ¢ 
a result of the extensive liberalization of trade with other countries in W we Sr 
Europe. Imports for the first half of 1950 totalled 2,733 million kronor com- 
pared with 2,118 million kronor for the same period of 1949—an increase of 
29 per cent. At the same time, however, exports increased from 1,929 million 
to 2,533 million kronor, or by 31 per cent. This latter increase, together with 
Sweden’s net surplus on invisible account, has caused an abrupt rise in the gold 
and exchange holdings of the central bank. In September, 1949, just after 
the devaluation, the reserves amounted to 932 million kronor ; they have since 
increased to 1,190 million kronor in December, 1949, and to 1,273 million 
kronor on July 31 last. The counterpart of this inflow of foreign exchange has 
been a substantial increase in the supply of money and of the liquidity of the 
banking system, which, it is feared, may constitute a propitious environment 
for a new upsurge of inflation. This lack of balance in the monetary situation 
is further aggravated by the fact that much of the Budget surplus achieved in 
1948 and 1949 is to be eaten away this year as a result of the subsidy payments. 
This deterioration must be considered quite apart from any possible future 
deterioration .due to an enforced increase of Government expenditure in the 
new international situation. 





RETURN TO MONETARY POLICY ? 

While the new signs of internal inflationary pressure have not yet reached 
any alarming proportions, the latent dangers are sufficiently serious to warrant 
a reformulation of economic policy. The Government has responded very 
quickly to these needs. The first attack has been in the field of monetary 
policy, and has taken the form of a new system of legal cash reserve re- 
quirements imposed on the commercial banks. The express purpose of these 
requirements, which will be effective as from October I, is to check any 
tendencies towards an inflationary credit expansion in the banking system. 
There is no strong evidence yet of an inflationary expansion of bank | lendings. 
The advances of the commercial banks were practically stable from the autumn 
of 1947 to the autumn of 1949 ; in fact, they declined slightly over the whole 
period. Since then, however, there has been some increase; the total volume 
of loans and discounts rose from 8,098 million kronor in December, 1949, to 
8,560 millions in June, 1950. Though this rise in bank lendings is a natural 
counterpart of the increase in production and, more particularly, in imports 
during the same period, there has been some apprehension in official circles 
lest this tendency might develop into a major credit expansion. 

The new compulsory reserve ratios are drawn up on the following rather 
complicated formula : 

(2) Cash holdings and secondary reserve assets (mainly Treasury bills, 

Government securities and sight claims on other banks) must now amount to 

10 per cent. of total liabilities exclusive of savings deposits and contingent 

liabilities. This ratio applies only to the five big banks. For the medium- 

sized banks (i.e. those with a capital of between 10 and 50 million kronor) 
the obligatory ratic is to be 8 per cent., and for the small banks (capital 
belcw 10 million kronor) it is to be 6 per cent. 

(6) Not less than 40 per cent. of these obligatory ratios must be held as 
cash holdings (till money plus sight deposits with the Riksbank) and at 
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ut of this 40 per cent. must be held on deposit with the Riksbank, 
‘ big banks will thus have to keep 2.5 per cent. of total liabilities 
exclusive of savings deposits and contingent liabilities) in accounts at 


the Riksbank. 


constitute a new principle in the regulation of Swedish banking. According 
to the baal statements for June 30 this year, practically no bank will have 
any difficulty in meeting the new requirements, which are well within the 
ratics already maintained. The new regulations are, however, likely to lead to 
strictive future attitude towards new credit applications. Such a 
the part of the banks is the more likely since the authorities have 
to increase the reserve requirements up to a maximum of 25 per 
cent. of liabilities and to vary at will the proportion of these reserves to be 
held on Riksbank account. 

Concurrently with the announcement of these new regulations, the Riksbank 
has, for the time being at least, discontinued its support of the bond market. 
As pointed out above, all through the post-war period the Riksbank, by making 
extensive purchases on the open market, has kept the yield on long-term 
Government bonds pegged at 3 per cent. The intention is now apparently to 
let the market find its own level. So far, the fall in bond prices after the 
removal of the peg has been very slight; the price of long-term 3 per cent. 
Government bonds had fallen from par to between 97 and 98 by the beginning 
of August. This reaction is surprisingly modest, but the change in policy 
must be regarded as highly significant. During the early post-war inflationary 
phase the Government relied chiefly on direct physical controls such as regula- 


tion of building and other investment, import and export control, price control 


and rationing to damp down inflationary pressure. Now it is evidently willing 
at least within certain limits, to resort to an orthodox counter-inflationary 


While these requirements are generally regarded as fairly moderate, they 








monetary policy as well. 

In view of the various steps taken during the past year towards the re- 
establishment of a free market economy, notably the extensive liberalization 
of import trade, such a —— in economic policy appears perfectly logical. 
It would be wrong, however, to jump to any hasty conclusions. The fact that 
the Riksbank has Arve Ae discontinued its support of the market should 
not be taken to imply that the traditional cheap money policy has gone by the 
board. For the time being only a very moderate rise in money rates 1s likely 
to br ike The important thing is that the previous rigidity has given 
place to a certain measure of flexibility. 

[his reorientation of monetary policy, of course, is not the only lin 
defence against renewed inflationary dangers. The Government has also given 
notice of new restrictions on the granting of building permits and certain other 
measures to prevent a renewed overstraining of the Swedish economy. The 
most promising aspect of this policy is that it is undertaken at the initial 
stages of a threatening inflationary boom, a fact that will greatly enhance its 
chances of success. In view of the mounting signs of inflationary pressure 
both inside the country and in the troubled world at large, this initiative 
is to be welcomed. Sweden has firmly resisted the temptation of waiting until 
the inflationary steed has bolted before trving to lock the stable door. 
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How Much Sterling in Europe ? 


MONG the many uncertainties that beset any attempt to estimate the 

zigzag course of the sterling area’s balance of payments none is more 

complex than those surrounding an estimate of the course of its balance 
with Europe. The desirability of focusing closer attention on this problem, 
however, is e hanced by the very sudden swings in this balance during the past 
18 months. At the time of the devaluation crisis last year the British Govern- 
ment was plainly alarmed by the abnormal rate of European accumulations 
of sterling. Perturbation on this score largely explained Britain’s original 
coldness towards the project for a European Payments Union. Although 
this attitude was thawing out by the spring (when European sterling balances 
were running down again), it is well known that Britain was the principal 
proponent of a European payments system under which gold settlements would 
not come into play until the last possible moment. As explained in THE 
BANKER last month, the effect of the E.P.U. agreement is that the sterling 
area will not have to pay out any gold to the Payments Union until its net 
cumulative deficit exceeds $212 millions (and even then it will have to meet 
only a small—though mounting—proportion of the excess in gold). Con- 
versely, the sterling area will not receive any gold from Europe until its net 
cumulative surplus amounts to at least $362 millions (this figure excludes any 
part of the surplus paid for by drawings on the $560 millions of European 
sterling balances accumulated before June 30 last). 

The strain on or gain to Britain from this new system of payments will 
therefore depend, first, on the net balance of payments between Europe and 
the whole sterling area and, secondlv, on the size, distribution and future 
utilization of existing European sterling balances.* The object of this article 
is to examine the available data on these points. Although the statistics 
deployed are necessarily uncertain, the conclusion that seems to emerge from 
such an examination is that the sterling area at present seems likely to run a 
large surplus with O.E.E.C. countries, perhaps even one large enough to 
enable it to draw some gold. It is impossible to avoid the impression that the 
British Government, by pleading that gold payments to surplus countries 
should be delayed until the last possible moment, has been fighting against 
its own interests. This fight seems to have been impelled by the sterling 
area's wholly abnormal payments experience in the middle six months of 1949. 


STERLING AREA PAYMENTS TO EUROPE 
The starting point of this survey must be a revealing table drawn from the 
recently published Annual Report of the Bank for International Settlements 
: Basle. This table (Table I) shows the change in net credit or debit balances of 
0.E.E.C, central banks at the Bank of England as re ported by the latter body 
to the B.LS. (the agent for the Intra-European rayme nts Scheme). It will 





* The estimates of the size of f the sterling balances held by E uropean countries given in . this 
article may be compared with the estimates of the distribution of all extern: illy-owned balances 
published in THE BANKER last May. The opportunity has been taken to amend these earlier 
preg in the light of information that has only recently become available and to bring them 
up to date. 
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be seen that in the first quarter of 1949 the sterling area ran a surplus before 
application of drawing rights amounting to $89.9 millions. This changed 
abruptly to a deficit of $73.5 millions in the second quarter and then, 
alarmingly, to a deficit of $394 millions in the third quarter. Since devaluation 
the figures have swung back into surplus—and a very large one. Indeed, in 


raBLe [| 


NET SURPLUS OR DEFICIT OF STERLING AREA WITH O.E.E.C. COUNTRIES* 





1049 | 1949 1950 
$ millions - 
Apr June Sept. 19- 

June Sept. 19 Dec. | Total 


394.0 119.5 


355.96 93 


contained slightly different figures for this series, 


innual report of the O.E.E.C 
countries in successive 


iis, the sterling area's net surplus or deficit with O.E.E.C 
$75.8 millions $95.5 millions, $420 millions and $142.6 millions 


the first quarter of 1950 the surplus was running at an annual rate of nearly 
$875 millions. If this rate were to be maintained it would be sufficient to 
garner from the E.P.U. about $180 millions of gold for the sterling area pool 
before July 1 next—provided there were no drawings on accumulated sterling 
balances in that period. The relationship between the separate E.P.l 
countries’ gold-free lending obligations and credit rights, on the one hand, 
and their net deficits and surpluses (as reported to the B.I.S.) in the first 
1950, on the other, are shown in Table II. 


quarter ot 
Taste II 


OUNTRIES INTRA-EUROPEAN SURPLUSES AND DEFICITS IN JANUARY-MARCH, 1950 


Millions of units of account) 


Deficit (-) or 

Surplus (+ 

Gold-Free Initial with Other 

Credit Right | Debit (-) or Members 

lit (+) Jan.—Mar. 
1950 


or Obligation Cre 


t at present be assessed 


* Belg 
suntries in this quarter not available 


Detai 


In the Parliamentary debate on E.P.U., Mr. Gaitskell made it clear that 
Britain did not expect to gain or lose gold from its participation in E.P.U. 
in the year to July 1 next. Unless the British Government is expecting that 
over $500 millions—that is, about 80 per cent.—of existing European sterling 
balances are to be thrown into the E.P.U. clearings this year to offset Britains 
credit balance, it must therefore expect that the sterling area’s surplus with 
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0.E.E.C. countries will run at a smaller rate over the next year than in the 
first qui arter of 1950. Presumably the sterling area’s balance with Europe in 
the first quarter of the year (when tourist expenditure is comparatively small) 
is always more favourable than in the summer and autumn. 

Even if this presumption is correct, it is obvious that seasonal fluctuations 
alone did not account for the alarming deterioration of the sterling area’s 
balance of payments between April and September, 1949. The time has come 
when an effort must be made to work out exactly what did happen in those 
months. There is a danger that a largely illusory spectre conjured up by 
ste sling’ s experience in Europe at that time will be allowed to haunt Britain’s 
approac h to the question of European economic unity for some time. The 
belief has been born that, although the sterling area may hope to run a surplus 
with Europe in times of boom, the first onset of recession is likely to drive it 
into deficit; obligations to maintain a freer flow of European trade therefore 
seem to be obligations to throw away defences that might be needed at a time 
of incipient slump. The reasoning behind this belief is that European purchases 


TABLE III 
STERLING AREA’S VISIBLE BALANCE WITH O.E.E.C. COUNTRIES* 


£ millions) 


194¢ 1950 
Total 
1949 I 


United Kingdom ; : ; 24. 38. Ps 61.2 + 14.6 
Overseas Sterling Area + 38. + ; b 38. + 48, + 159. + 70.2 


Total, Sterling Area. . + 47. | 8 8 + A Fs + 90,8 


* Including overseas territories of O.E.E.C. participants, exce ” those in We estern Hemisphere. 
The estimates for the United Kingdom's \v onde balance are drawn from the U.K. trade returns, 
which value British exports f.o.b. and imports c.i.f. The estimates for the overseas sterling area’s 
visible balance are drawn from the trade returns of the various O.E.E.C. countries and value 
imports into the overseas sterling area f.o.b. and exports from them c.i.f.; these latter estimates 
are subject to a considerable margin of error. 


of raw materials from the overseas sterling area are necessarily the first sector 
on which the onset of a recession makes its mark. 

The figures given in Table III do not bear out this impression. They 
suggest that the overseas sterling area ran a visible surplus of the order of 
£30 to £40 millions in each of the first three quarters of 1949; this surplus 
mounted to £48 millions in the fourth quarter and to the very large figure of 
{76 millions in the first quarter of 1950. The main effect on visible trade of pre- 
devaluation speculation against sterling, in fact, showed itself in Europe’s 
balance with the United Kingdom itself. The United Kingdom's visible 
surplus of £8 millions in the first quarter of 1949 deteriorated to a visible deficit 
of {24 millions in the second quarter and one of £38 millions in the third; 
a visible deficit of £7 millions was recorded in the fourth quarter, but this 
changed to a surplus of £144 millions in the first three months of 1950. In 
each post-war year, except the vear of pre-devaluation speculation, the United 
Kingdom itself ran a visible surplus with O.E.E.C. countries—it ran a visible 


surplus of £59 millions in 1948, of £36 millions in 1947 and {£136 millions in 
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1946. Since Table III suggests that the overseas sterling area ran a substantia] 
surplus with Europe even through those quarters of 1949 in which speculation 
against sterling was taking place, it is difficult to avoid the conclusion that the 
‘normal ’’ tendency (so far as it is ever possible to use that phrase) is now for 
the sterling area as a whole to be in visible surplus with Europe through fair 
weather and foul; so long as primary commodity prices are booming this 
visible surplus should be large. 

A visible surplus as defined in Table III is, of course, by no means the same 
thing as an overall surplus. As the footnote to that table shows, Table II] 
makes no attempt to correct the relevant figures for freight and insurance 
charges, nor are “‘ invisible’ transactions included in the reckoning. These 
omissions by themselves, however, do not explain the whole difference between 
the sterling area’s apparent visible surplus with Europe in 1949 of £97.8 
millions (as shown in Table III) and its known overall deficit of {91.6 millions 
in the year (as shown in Table I). It is quite evident that Europe's sterling 
balances ran up in 1949 as a result of certain special capital transactions, 
An attempt is made in Table IV to reconcile the figures in Tables I and III 
by deploying such statistics as are available for invisible and capital trans- 

TABLE IV 
EUROPE’S ACQUISITION OF STERLING IN 1949 
Item and source # millions 


Trade Deficit with Overseas Sterling Area (Table II/) 

Payments Surplus with U.K. (Cmd. 7928 

Sterling Drawing Rights (Cmd. 7928) - ‘ . ° oe ; ‘ 

Sterling transferred from non-European Transferable Accounts (Bank of England 
Report ; ‘ 


Revaluation Payments (Hansard 3/5/40 


Invisible Payments from Overseas Sterling Area, Capital Movements, Errors and 


()mussions 


Total Acquisition of Sterling (see Table 1 


actions. After allowing for the net invisible receipts of the United Kingdom, 
sterling drawn by Europe under the Intra-European Payments Scheme, 
sterling transferred to Europe by non-sterling area countries and revaluation 
payments made to Europe after sterling’s devaluation, it will be seen that a 
payments gap of about {100 millions is still unaccounted for. It is just possible 
that part of this may be due to Britain’s £40 millions trade deficit in 1949 
with the “ oil area’ of the Netherlands Antilles; this is rightly treated as a 
dollar area in the British Balance of Payments White Paper, but as an O.E.E.C. 
country in the monthly trade returns. (The necessary correction for this has 
been included in Table III, but it is impossible to say whether it has or has not 
been included in Table I.) The main explanation, however, almost certainly 
lies in capital transactions not included in these figures. 


EUROPEAN STERLING BALANCES 
So much for the broad picture. What now of the balances accumulated by 
individual countries ? Table V shows the trade deficits and surpluses run by 
individual O.E.E.C. countries with Britain and the overseas sterling area in 
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1949. The figures for trade with the United Kingdom are again drawn from 
British trade returns (with imports into Britain shown c.i.f.); the figures for 
trade with the outer sterling area are from the trade returns of the European 
countries named. The figures given for individual sterling balances at end-1949 
and end-March, 1950, are drawn from official sources where possible, but the 
majority of them are unofficial estimates; it will be noted that some of them 
have been amended, in the light of subsequent information, from the estimates 
made in the May issue of THE BANKER. Table V does not include trade 
statistics for countries labelled as “ other O.E.E.C. countries ’’ in the British 
trade returns (these include Trieste and some overseas territories of O.E.E.C. 
participants); the figures in Table V do not, therefore, exactly tally with those 
in Table III. (In addition, of course, the plus and minus signs are necessarily 
reversed.) 

TABLE V 

ESTIMATED GROWTH AND DECLINE OF STERLING BALANCES OF 
O.E.E.C. COUNTRIES 
(£ millions) 





Trade 





Trade Balance in 1949 Estimated | Balance | Estimated 
| - ;—————_|_ Sterling with whole | oe 
| With | Balance Sterling | Balance 

With | Overseas | or Debit, | Area, | or Debit, 
U.K Sterling Total end-1949 | Jan.—Mar., end-March, 
Area | | 1950 | 1950 
| | 
\ustria aa 3.6 3.5 Fe 4 Nil - 2,3 Nil 
Belgium | 
Luxembourg 2.7 7a 4-4 | 10 10.7 | 3 
Denmark a - 27.2 0.8 + 26.3 — 23 5.2 | — 23 
France ; + 39.3 103.5 - 64.2 31 - 21.6 | 23 
Greece ; 7.3 3.4 — 11.2 Nil - 2.5 | Nil 
Italy a + 18.1 0.2 18.3 65 —- £.2 | 63 
Norway : 22.5 t 2.3 20.2 | 10 -— 12.0 | Nil 
Netherlands .. + 9.9 5.0 it 4.9 | 19 = By | Nil 
Portugal : — 15.6 | 4.9 20.5 | 83 - O68 | 80 
Sweden : 13.0 2.6 + 15.6 | 2 - 5.6 35 
Switzerland .. 8.8 i <2 4.6 1 II > 8.5 | 8 
Turkey 1.4 $.0 5.4 Nil — 2.9 | Nil 
W. Germany. . } 3.8 | - 30.0 _> 26.2 5 | — 14.0 - 7 
: (ican ee? a a eal ier 
Total .. E og02 f = Bee - 98.7 pg - 99.5 | sag 
= 23 | = 
! | 








If the estimates given in the last column of Table V are correct, O.E.E.C. 
countries held some {212 millions of sterling balances at the end of March, 
1950; Portugal, Italy, Sweden and France had sizable holdings and Switzer- 
land and Belgium still had small credit balances left. This accords fairly well 
with the official statement during the E.P.U. debate that there were {£200 
millions of sterling balances held in Europe on June 30, and that Portu; gal, 
Italy, Sweden and France were the main holders. Since it might have been 
expected that these balances would have run down by more than £12 millions 
between end-March and end-June, the figures given in Table V may be under- 
estimates of holdings at the end of the first quarter. Nevertheless, they seem 
sufficiently firm to serve as a basis for some discussion of the probable fate of 
the four biggest individual holdings. 
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The biggest balance, it will be seen, belongs to Portugal. Although this 
balance may not now be in such “ firm hands "’ as it has been, it is unlikely to 
be thrown into the clearings to any large extent. Under the terms of the 
Anglo-Portuguese Agreement of 1946 the whole of Portugal’s sterling balance. 
then amounting to £61 millions, was invested in special sterling bonds (which 
are duly listed in the British National Debt Return) and was to be used only 
for certain forms of capital expenditure. Since then Portugal has kept its 
external payments in such good balance that no drawing on these sterling 
bonds was necessary until 1949, when, as will be seen in the British National 
Income White Paper, £4 millions was withdrawn; shortly after this drawing, 
the Portuguese holding increased from £57 to £84 millions as a result of the 
operation of the revaluation guarantee when sterling was devalued by more 
than the escudo. Although no specific agreement has been negotiated between 
Britain and Portugal since the setting up of E.P.U., it seems probable that the 
Portuguese sterling balance of £80 millions is not after all to be regarded as 
‘funded’. This means that Portugal may now be able to throw any part of 
this £80 millions into the E.P.U. clearings if it runs into deficit with the Union 
as a whole: it will also, of course, be allowed to continue to draw on this 
balance for the former “ listed’ capital expenditure in the sterling area. 
At the moment, however, Portugal does not seem to be in deficit with E.P.U, 
countries other than the sterling area. It may not even be in overall deficit 
with the sterling area itself—the trade figures given in Table V are misleading, 
since they necessarily exclude certain invisible sterling payments believed 
to be accruing to Portuguese overseas territories. It will be disappointing, there- 
fore, if more than £5 millions of the accumulated Portuguese sterling balance 
appears in the clearings during the first year of E.P.U.’s life. 

The possibility that Italian sterling balances mi 1y appear in the Clearings 
(and thus defer the day when Britain may earn gold from E.P.U.) appears 
to be more pressing. The new Anglo-Italian agreement, reported in Tut 
BANKER last month, lays down that some {£20 millions of this balance may 
under certain conditions be used by the Italians within the E.P.U. area 
even if Italy is not in deficit with the Union as a whole. The other £45 millions 
odd may be used (as the Portuguese balance may be) for listed capital expendi- 
ture in the sterling area; it will also be available for general use in the E.P.U. 
clearings if Italy is in deficit with the E.P.U. as a whole. In the first quarter of 
1950 Italy had a net surplus (before drawing rights) of $5.2 millions with 
E.P.U. countries despite its small apparent deficit with the sterling area. 

The French sterling balance has always been something of a mystery to 
economic analysts in this country. In 1949 France ran an apparent trade 
deficit of about £65 millions with the sterling area—and yet ran its sterling 
balance up from nothing to a reported level of nearly £40 millions. It is now 
known, however, that this widely publicized {40 millions included about £10 
millions of short-term British bank credit to France; the real net level of 
French sterling holdings seems to have been just over £31 millions at the end of 
1949. The recently published Ministry of Finance Report of the French 
Balance of Payments in 1949 provides some clues as to how this balance was 
accumulaté y This report shows that visible trade carried on “ in sterling 
produced a net debit balance of {21 millions to the French monetary area 
the difference ace tween this and the apparent debit balance of about £64 millions 
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on visible trade with the sterling area is presumably accounted for by sterling 
earned from exports to non-sterling area countries (France is allowed the 
benefits of ‘‘ administrative ’’ transferability by the Bank of England). This 
{21 millions deficit on visible sterling trade was offset by a £25 millions surplus 
on invisibles ({12 millions each from net tourist receipts and dividend remit- 
tances). To this must be added the £35 millions of drawing rights exercised by 
France against the sterling area during the period when France was running a 
sterling deficit; the net effect of this and other capital movements was to 
run up France's sterling balance by £31 millions in 1949. As was reported in 
THE BANKER last month, however, the greater part of this balance is now ear- 
marked for eventual repayment of inter-Governmental French debt to Britain. 
It is therefore unlikely that much French sterling will find its way into the 
E.P.U. clearings in 1949-50. 

There remains the question of the Swedish sterling balance. Sweden’s 
sterling holdings were £25 millions at the time of the Anglo-Swedish agreement 
in July, 1947, and their rise to £42 millions at the end of 1949 was largely due 
to Sweden’s surplus on visible trade with the sterling area as shown in Table V. 
Since devaluation Sweden’s trade with the sterling area has begun to run into 
deficit. For the first quarter since E.R.P. started Sweden also had a small 
net deficit with O.E.E.C. countries as a whole in the first three months of 1950. 
This, however, is perhaps unlikely to continue and it is probable that the 
only downward pressure on Sweden’s sterling balance in the E.P.U. year 1949-50 
will be that exerted by a possible continuance of Sweden’s deficit with the 
sterling area itself. Negotiations on this issue were, however, in progress at 
the time that this issue of THE BANKER went to press. 

The conclusion that seems to emerge from this rough-hewn survey of the 
experience of sterling in Europe in 1949 and early 1950 is that there is no 
reason at ‘all to suppose that the sterling area will lose gold as a result of the 
E.P.U. agreement; there is, indeed, more reason than has heretofore been 
suggested for supposing that by July next year the Union might even be 
making gold payments to the sterling area. Although rearmament expenditure 
might cause the United Kingdom’s own balance with O.E.E.C. countries to 
turn adverse, it is highly probable that the overseas sterling area’s surplus with 
Europe will continue to run at a high level. Fortunately, too, the drain on 
Britain resulting from drawings on accumulated European sterling balances is 
unlikely to be severe. 

It seems clear that the sudden influx of sterling into Europe in the middle 
months of last year was due to a temporary turn for the worse in the United 
Kingdom's own balance with the Continent—a turn for the worse largely 
accounted for by pre-devaluation speculation. Since the sterling deficit run 
by Europe in the early months of the year was largely financed by drawing 
rights, it was inevitable that there should have been a net accretion of European 
sterling balances in the year; in addition, some sterling came into Europe 
from the coffers of certain Latin American countries—coffers which themselves 
are now running more dry. It would be a pity if spectres conjured up by the 
wholly exceptional experience of sterling in Europe last summer were to bedevil 
any future assessments by the British Government of where the probabilities 
for the sterling area’s balance of payments with Western Europe—and there- 
fore the interests of this country in greater freedom of payments—seem to lie. 
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Bretton Woods Twins: Fourth Year 


By Herbert Bratter 


WASHINGTON, August Io 


HE premature Bretton Woods twins, the International Monetary Fund 

and the World Bank, have not been much in the news since the avalanche 

of currency devaluations that marked the end of the 1949 Governors’ 
Meeting in Washington. Since then the Fund has not held a singie press 
conference, which is something: unusual in publicity-minded Washington. 
Neither it nor the Bank hx is been a major source of funds for a dollar-hungry 
world this year. In these circumstances it is perhaps a matter for congratula- 
tion that the membe rsbip of the two institutions has not diminished and. 
in fact, shows signs of increasing. During the past year Poland has withdrawn 
from both Fund and Bank (its letters of resignation reading as if translated 
from the Russian). On the other hand, Pakistan has joined; in addition, 
membership has been voted to (but not yet taken up by) Haiti and Liberia, 
while Sweden, Ceylon and Jordan have applications on file. 

Any chronicle of the Fund’s operations in the Governors’ year 1949-50 
must focus upon three major recent controversies and on the critique of its 
present function and prospects recently issued by the United States National 
Advisory Council. The first of the three controversies was, of course, that 
arising from the devaluations of last September. In its public announcements 
of these devaluations the Fund reported that it had been “ consulted ” and 
that it had agreed to the changes made by its members. In no case, however, 
did the Fund suggest any alteration of the new rates proposed; nor was the 
“consultation ’’ anything more than a formality. There was no pretence— 
indeed, no time for pretence—by the members concerned that the amounts of 
the devaluations were weighed and measured according to the criteria laid 
down at Bretton Woods. The spate of devaluations passed by and over, but 
not through, the Fund’s hands. There were many in Washington who believed, 
therefore, that the man: ugement was ill advised in appearing to preen itself for 
having agreed to these changes; it would have been on firmer eround if it had 
sought credit for its foresight in pointing out the need for currency readjust- 
ments earlier in 1949, a foresight that was not very popular with European 
members at that time. 

The second controversy has been that aroused by the Fund's refusal to 
countenance trade in gold at premium prices. In a report issued on April 24 
the Fund conformed to the wishes of the United States and other members by 
refusing South Africa’s request for an interpretation of the I.M.F. articles of 
agreement that would permit members to sell up to half of their production 
of gold at ruling free market prices. This report also rejected as ‘ without 
economic justification ’’ the South African suggestion that there should be a 
uniform increase in the price of gold in the terms of all member currencies. 
Relations between the Fund and South Africa, therefore, are now exceedingly 
exacerbated. Some observers feel that this is attributable to a tutorial attitude 
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of the Fund management toward members, an attitude that envisages the Fund 
as a thing apart instead of being a body made up of members. 

The April statement, incidentally, was not by unanimous decision. When 
it was authorized for publication some of the executive directors felt that it was 
rather arbitrary and agreed with the South African contention that it was 
insufficiently buttressed with supporting fact; they therefore asked that a 
fuller report should be prepared for publication later in 1950. This report, 
prepared by the staff, is at this writing in its “ final’ form, but whether it will 
be published is not yet decided. Some opponents of the premium markets 
feel that the publication of the report in its present form would serve only to 
revive interest in, and agitation for, the freer marketing of gold. 

The third controversy this year has been that aroused by the formation 
of the European Payments Union. When this project was first mooted the 
Fund sought to have a large voice in it. In a statement before the Fund's 
board on January 12 Mr. Gutt argued forcefully that any E.P.U. should be 
created and run by the I.M.F. Mr. Gutt’s statement was sent to member 
governments. In its efforts to block the E.P.U. the Fund also called in certain 
European news correspondents and explained its attitude. After all this 
manoeuvring, however, the Fund succeeded in securing little more than an 
honourable mention in the final draft for the Union. A difference of opinion 
between the United States Treasury and the E.C.A. about the proper relation- 
ship between the Fund and E.P.U. also obscured the Washington atmosphere ; 
this obscurity was lifted only when the National Advisory Council itself came 
out for the E.C.A.’s programme.* 

The recent special report of this body sets out what may be regarded as 
the official American view of the Fund’s present réle. This recc gnizes that 
what was known at Bretton Woods as the “ transition period "’ has lasted 
much longer than was expected and still shows no sign of ending. It argues, 
too, that the dollars lent by the Fund to European members in 1947 served to 
support a situation of “ fundamental disequilibrium ’’, contrary to the Fund’s 
articles of agreement. With the advent of the E.R.P. in 1948 the use of the 
Fund's dollar resources to finance European members’ balance-of-payments 
deficits was brought to an end. The N.A.C. believes that countries that have 
drawn dollars from the Fund should make every effort to repurchase their 
own currencies and thus refund the dollars. It also believes that no new 
drawings should be permitted unless the drawer can convince the Fund that 
it is likely to be able to make such a repurchase soon (that is to say, unless it 
can persuade the Fund that it is not in “ fundamental disequilibrium ”’). For 
this the N.A.C. has a stern criterion. To quote from its report: 








* The ditference between the U.S. Treasury and the E.C.A. over the E.P.U. proposal was 
rather a difference in faith than a conflict. The Treasury and, in fact, most staff members of the 
N.A.C. had no faith that E.P.U. would accomplish the integration and trade-liberalization 

miracles ’’ that Mr. Paul Hoffman’s organization expected from it. The fact that some O.E.E.C 
members do not belong to the I.M.F. was, however, a complication. In addition, both the 
Treasury and the N.A.C. felt that the Fund’s record in encouraging its European members to 
change their fiscal and monet ary policies was not such as to lead to the expectation that it could 
now be any more successful than E.P.U. It should not be supposed, however, that the Treasury 
has given in to E.C.A. in this matter entirely without misgivings. In general, the N.A.C. favours 
the promotion of convertibility of currencies and non-discrimination in international trade. It 
prefers broad international rather than regional institutions. It prefers a definitely temporary 
E.P.U. to one of indefinite life, feeling that a long-lasting programme belongs to the Fund rather 
than to a regional body. 
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It is apparent that under present conditions the greatest demand for currencies 
from the Fund will be a dollar demand and that unless the Fund rigorously scrutinizes 
all requests for drawings and limits them for use strictly in accordance with the letter 
and spirit of the Fund’s articles the Fund’s ability to supply dollars might be greatly 
impaired within a relatively short period of years. . . . The council approves a strict 
application of this criterion by the Fund to any requested drawings . . . [for] the 
Fund must give proper regard to the prospects of repurchase of currencies from the 
Fund, so that the Fund’s resources will not be dissipated . . . In the view of the 
council, retention of exchange restrictions on current account transactions or quantita- 


tive import controls by a member should be considered as prima facie evidence of 

fundamental disequilibrium. 
The N.A.C.’s desire during the past two years to preserve the Fund for its 
original purposes has been reflected in a very marked diminution in the outflow 
of the Fund’s dollars; these amounted to $462 millions in 1947, to $203 
millions in 1948 and to only $99 millions in 1949. During the first quarter of 
1950 the Fund received $12 millions from members’ repurchases of their cur- 
rencies; to date four members (Belgium, Costa Rica, Egypt and Nicaragua) 
have repurchased their currencies with gold or dollars, either as required by 
the articles of agreement or “ voluntarily ”’. . 

An obligation to repurchase arises when a member’s gold and _ dollar 
reserves exceed its Fund quota or when they increase sharply over a given 
period as laid down by Article V, Sec. 7 (b) of the Fund’s articles. The N.A.C.’s 
discussion of the principles governing obligatory repurchase of currencies may 
be of particular interest to the sterling area: 

In a great many countries which are members of the Fund the repurchase obligation 
would not arise under present conditions either because their gold and dollar reserves 
are smaller than their quotas, or because they are not likely to increase their holdings 
of gold and dollars in the immediate future in an amount sufficient to require re- 
purchase Moreover, members of a currency group such as the sterling area customarily 

1 only small or even nominal gold reserves and, if the currency in which they hold 

foreign exchange reserves (e.g. pounds sterling) is inconvertible, the automatic 
hase obligations described above would not operate. Under these circumstances, 
gs of dollars from the Fund are likely to result in the accumulation by the Fund 
ivertible currencies and a gradual reduction in the Fund’s ability to supply 


The N.A.C.’s desire that a tight rein should be kept on dollar drawings 1s 
based on recognition that the Fund can at present be used only to a limited 
extent to promote its main objects and that its period of usefulness in stabiliza- 
tion operations lies somewhere in the future. In the meantime the N.A.C. 
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believes that the Fund’s main contribution may lie in the humbler fields of 
consultation and discussion. 







THE WoRLD BANK IN 1949-50 

The loans made by the World Bank from June 30, 1949, to the present 
writing* are shown in the accompanying table. It will be seen that 14 loans 
have been granted, amounting in all to $186.7 millions. One-third of that 
amount was for India, which, however, appears to regard the allotment as 
unsatisfactory. Sir Ramaswami Mudaliar recently publicly complained that any 
nation asking the Bank for a loan “‘ has to stand in the dock like an accused and 
prove exceptional circumstances "’. Since the start of its operations the Bank 
has made 30 loans totalling nearly $833 millions. Although some European 
countries received general-purpose loans of considerable size at the outset 
(such as the $250 millions le nt to France), since the advent of E.R.P. the Bank 
has been concentrating very largely on development loans outside Europe 
it is expected to give renewed attention to European needs when E.R.P. ends. 

The $833 millions of World Bank loans made since the beginning of 1947 
compare with $1,270 millions lent and committed by the Export-Import Bank 
during the same period. The two figures are, of course, not comparable, since 
the Eximbank engages in various types of credit operations from which the 
World Bank is barred. Eximbank’s overhead per dollar lent is, however, only 
a fraction of that of the World Bank. During its last fiscal year the E ximb: ink 
spent $867,950 on salaries, travel, supplies, rent, etc., out of a housekeeping 
allowance of $950,000 voted to it by Congress. For the same 12 months the 
World Bank’s administrative expenses were budgeted at $4,125,369. Of 
this, $361,000 was attributed to the executive directors and $81,700 to the 
annual meetings of the board of governors and the advisory council.f The 
actual cost of executive directors’ and alternates’ salaries is less than permissible 
under the by-laws because several countries either do not allow their directors 
to draw a salary from the Bank or require salaries drawn to be limited to the 
time actually served at the Bank. 

While administrative costs have been mounting, there have been some 
signs that demands for loans from the Bank have been declining. The past 
year has been marked by the voluntary cancellation by borrowers of some 
dollar loans already granted. It is now possible to buy more equipment at 
competitive prices outside the hard-currency area. This year, therefore, the 
Bank has been giving serious consideration to making loans in local currencies, 
a step it has so far carefully avoided. It is too early yet, however, to say that 
this will become official policy. 

A second sign of the drying up of demand for loans has been the increasing 
unwillingness of prospective borrowers to conform to some of the Bank’s 
regulatory provisions. To remedy this the Bank has been examining the 
possibility of introducing an entirely new and simpler form of loan agreement 
that would not include some of the existing provisions which many borrowers 
do not consider should be a i of a signed agreement. The changes under 













































Since this article was denpatched from W nate gton, the World ent 3 has iaeiininl that 

new $100 millions loan is to be made to Australia for development projects.—Eb. 
_ {The holding of this year’s Governors’ Meeting in Paris will increase this item to more than 
$450,000 mainly because of travel expenses 
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consideration, however, will not necessarily be easy to carry into effect. One 
source of especial difficulty this year has been the Bank’s insistence on inclusion 
of the “ negative’ pledge in unsecured loan agreements. Where a loan is 
secured, as in the case of the 1948 Dutch shipping loan (when the vessels pur- 
chased were mortgaged to the Bank), or of this year’s loan to Iraq (when oi] 
royalties provided the security), the negative pledge has been omitted. Other. 
wise the borrower must agree, when contracting the loan, to give the Bank equal 
treatment with all subsequent creditors. In one recent case the applicant 
pointed out to the Bank that it would be unconstitutional for the government 
to pledge to the Bank the receipts of any of its autonomous official agencies, 
The much publicized case of Britain’s Colonial Development Corporation 
was in a different category. Representatives of this Corporation started 
negotiations in Washington for a’ preliminary $5 millions loan as long ago as 
last October. The main obstacles to agreement were the existence of certain 
non-financial covenants; although these are adaptable in every case to the 


WORLD BANK LOANS, 1949-50 
Borrower and Object 
Herstelbank, Netherlands, for 24 reconstruction and modernization 
projects 
, 1949 12,500 Bank of Finland for woodworking industries, electric power 
development and limestone powder production. 
1949 34,000 India for the State railways. 
1949 5,000 Caja de Credito Agrario, Industrial y Minero, Colombia, for 
agricultural machinery. 
, 1949 10,000 India for land reclamation 
1949 2,300 Finland for timber development 
, 1949 2,700 Yugoslavia for timber development. 
, 1949 12,545 Lempa River Hydroelectric Commission, El Salvador. 
, 1950 18,500 India for further development of Damodar River Valley. 
, 1950 26,000 Mexican Light and Power Co., $10 millions of this loan being 
to refinance a short-term loan made by the Bank in January, 
19 +9 
, 1950 15,000 Sao Francisco Hydroelectric Company of Brazil. 
, 1950 12,800 Iraq for Tigris River flood control project. 
1950 12,500 Turkey for port development 
1950 3,900 lurkey for grain storage facilities 


1949 


186,745 


particular circumstances of the loan, some such covenants are regarded by the 
Bank as essential. At the conc rl of the preliminary discussions, however, 
the Bank believed that an understanding had been reached which was accept- 
able to the Corporation’s board of directors. Then, on December 1, the 
chairman of the Corporation suddenly advised the Bank that the Corporation 
did not wish to proceed with the loan because ‘“ the Bank’s requirements, 
especially the proposed non-financial covenants, are not reconcilable to the 
principles and methods by which this Corporation operates’. It is understood 
that the Corporation objected to supervision by the Bank over the use of 
the loan. 

Three other features of the Bank’s operations in the past year call for brief 
attention—its marketing activities, the release of paid-in capital by some of its 
members and its continuing missions abroad. In December the Bank called for 
redemption its outstanding $100 millions issue of 2} per cent. bonds at 10! 
on February 17, 1950. On January 25 it sold $100 millions of bonds maturing 
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serially from 1953 to 1962 in equal annual instalments. The winning bid 
came from a syndicate headed by Halsey Stuart & Co., Inc., and the First 
stetious Bank of Chicago. In March, the Bank sold to a group of leading 
Swiss banks an issue of Swiss franc bonds totalling 283 million Swiss francs 
(equal to about $6,625,000) and bearing 23 per cent. interest. There was on 
public offering of these securities. In May, a group of Dutch banks applied 
for the listing on the Amsterdam stock exchange of Netherlands trust 
certificates to be issued against the World Bank’s 25-year 3 per cent. bonds. 
The object of the application was to make it possible for Dutch investors to 
invest the proceeds of dollar securities sold on the American market in the new 
certificates. In April, the Mexican Government authorized investment in 
World Bank bonds of part of the foreign-exchange reserve deposits of domestic 
and foreign banks. In addition, Italy has authorized insurance companies to 
hold limited amounts of the Bank’s bonds and Chile now pe rmits local banks 
to invest up to 25 per cent. of their capital and surplus in such securities. 
Cuba has facilitated investment by banks in World Bank gold-convertible 
securities. These are welcome signs that other countries besides the United 
States are now able to lend dollars in limited amounts and at a reasonable rate 
of interest through the World Bank. 

The releases by some members of the local currency parts of their paid-in 
capital for le nding purposes, however, have perhaps attracted more attention 
than they merit. Prior to June 30, 1949, only the United States, Belgium and 
Canada had authorized the Bank to use in its lending that portion of their 
subscriptions of capital that is paid not in gold, but in local currencies. Since 
mid-1949 Britain and eleven other members have released theirs, too. This is 
mainly a matter of window dressing; it gives the Bank more of the appearance 
of an international institution. In general, borrowers still want to buy heavy 
equipment, which is available mainly in the United States. 

During the year the Bank has continued to send missions to a wide range 
of member countries. The missions are of three types: those examining specific 
projects for proposed loans, those examining the end- use to which loans have 
been put, and those evaluating all phases of a country’s economy. A large 
mission sent to Colombia in the summer of 1949 belonged to this last-named 
category; a similar mission is now in Cuba and a smaller mission of the same 
type is now at work in Guatemala. 


STAFFING PROBLEMS 


No review of the operations of the Fund and the Bank in the past vear 
would be complete without reference to some of the staffing problems that are 
inevitably associated with this period of comparative inactivity. At I.M.F.'s 
headquarters in Washington it is assumed that Managing Director Gutt will 
shortly leave the Fund. His five-year contract is scheduled to expire next 
March. The question of his successor is sure to be discussed quietly at the 
Governors’ Meeting in Paris this month. Mr. Gutt has had a difficult furrow 
to plough during his term with the Fund. His efforts to steer a careful middle 
course between European and American viewpoints have sometimes resulted 
in difficulties with both. And his task has not been made easier by political 
changes in the United States. When the Fund was set up it was regarded as 
a daring Keynesian and New Deal concept, and it was manned with a large 
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complement of New Dealers, headed by the late Mr. Harry D. White. Noy 
at the helm of the United States Treasury sits not Mr. Morgenthau or Judge 
Vinson, but Mr. John W. Snyder; and there have been consequential changes 
in American representation on the Fund. 

[hese tendencies have, perhaps, had less effect on the American staff at 
the World Bank. The original American executive director, Mr. Collado, a 
man of New Deal sympathies, was succeeded on the board by Mr. Eugen 
Black, who came to the Bank straight from Wall Street, where he was a high 
officer of the Chase National Bank. Mr. Black, of course, has since become 
the Bank’s president; in this office his policies have pleased even the most 
liberal elements and he has proved exceedingly popular with the executive 
directors and the staff. 

Some of the organizational inconsistencies created at Bretton Woods. 
however, still remain. In the September issue of THE BANKER last year 
reference was made to the work of the ad hoc committee appointed by the 
board of governors of the Bank to consider the duties and remuneration of 
executive directors. The 1949 Governors’ Meeting received the committee's 
first report and voted that the matter be further studied. A second report 
dated January 27, 1950, was approved by the governors by mail in March, 1950. 
This recommends that, in order to reduce overhead expenses, executive 
directors and their “ alternates ’’ should not normally serve the Bank at the 
same time. The new policy leaves the matter pretty much to the conscience 
of the members. The articles of agreement as drafted at Bretton Woods 
provided the Bank with a directorate much more top-heavy than needed, 
while the “‘ organization meeting at Savannah in 1946 set a high scale of pay 
in order to attract the best material. 

It is now generally recognized, too, that the Bank’s advisory council, s 
up at Bretton Woods as a result of an attempt by certain group interests to 
have a hand in the direction of the Bank, has proved to be a complete waste of 
monev. Last year the governors asked the executive directors to study the 
council’s work and usefulness. Pending completion of the directors’ findings 
and report, selection of a new slate of members of the council was deferred 
and therefore no council meeting has been held this year. The report on the 
council will be submitted at Paris this month. 

To sum up, therefore: Although the annual Governors’ Meetings of both 
Fund and Bank this month will have before them the usual formal agenda 
the most important discussions seem likely to be those that take place infor 
mally and privately. Apart from the question of who is to lead the Fund after 
next March, a matter of some delicacy not on the agenda, both the Fund and 
Bank governors must elect nine new executive directors. The executive 
directors in turn appoint their own alternates. The question of the Fund 
quotas of certain countries will be raised for re-examination. Italy, for 
instance, is said to feel that its progress since it joined the Fund entitles it to 
a larger quota. France and Belgium are also believed to want similar increases 
On the other hand, the quota of the Netherlands (which was fixed before the 
separation of Indonesia) may be reduced. The quctas, it must be remembered, 
determine both the extent of voting powers and the size of drawing rights 
although no European member is at present drawing on the Fund, the end 
of E.R.P. would make the size of quotas a measure of dollar-borrowing powe! 
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NORTHERN IRELAND: 


An Economic Survey 


Problems of a Vulnerable Economy 
By J. E. Sayers and T. Wilson 


LTHOUGH the vulnerable areas in the United Kingdom have enjoyed 
Anne th better times in the last five years than they did before the war, 

their comparative prosperity has been due not so much to the setting up of 
new factories with Government support (and to other policies outlined in the 
White Paper of 1944 and the legislation of 1945), as to increased activity in the 
older trades. The generally high level of employment throughout the country 
has contributed greatly to the solution of local difficulties that were in the past 
partly the outcome of semi-depression elsewhere ; and at the same time the 
composition of demand in the post-war years has favoured important industries, 
such as shipbuilding, that suffered in the 1930’s from special handicaps as well 
as from the general malaise. To say this need not, of course, imply any lack 
of belief in the new employment policy. The real test of that policy lies ahead— 
and until recently it looked as though it might not lie so very far ahead in some 
regions. This time last year the demand for new ships see med bound to decline 
before long, and some of the export trades were making heavy weather. Since 
last September, however, the outlook has radically changed mainly as the result 
of two new developments—devaluation and rearmament. 

Economic conditions in Northern Ireland must be judged against the back- 
ground of these developments. A year ago the unemployed accounted for 6} 
per cent. of the insured population, compared with over 20 per ce nt. 
before the war ; it can be estimated that about two-thirds of this gain was due 
to greater activity in older industries and one-third to the jobs provided in new 
factories. Nevertheless, roughly one-half of the total number employed in 

manufacturing industry was still in two groups of industries—shipbuilding and 
engineering on the one hand, and textiles and clothing on the other. For both 
these groups the prospects were not wholly favourable. The linen industry was 
faced with falling demand in dollar markets and the flow of orders reaching the 
Belfast shipyards of Messrs. Harland and Wolff, which has accounted for 
nearly one-tenth of the total tonnage built in the United Kingdom, was 
beginning to diminish. 

Then came devaluation. In a region that depends so much upon the 
export trade this had an immediate effect. Its most striking impact was on the 
linen industry. Production in this industry has been maintained this year at a 
high level, limited only by the supply of quality flax and the shortage of women 
operatives in the spinning mills. In particular, trade with the United States was 
stimulated by devaluation; the new dollar price of linen enabled it to compete 
on more even terms with domestically produced United States cotton and rayon 
goods. The Irish Linen Guild has seized the opportunity to launch its widest 
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publicity campaign so far; it is bringing the merits of linen to the notice of 
consumers to whom it was previously too expensive. Import restrictions, how- 
ever, have had a crippling effect on business with Brazil and the Argentine, 
both valuable outlets in normal times. The rayon industry has also benefited 
from devaluation. Rayon is now estimated to form nearly one-third of yarn 
production and is firmly established as the principal partner to pure linen among 
Northern Ireland's textile industries. This has the advantage of broadening the 
basis of Northern Ireland’s textile manufactures. It is expected that by June 
next year the new factory of Messrs. Courtaulds, Ltd., at Carrickfergus, Co. 
Antrim, built at a cost of £5 millions, will be fully engaged in the production of 
continuous filament rayon staple. 

In shipbuilding (where devaluation has not been such a dominant factor) 
there has been a timely revival this year and a sufficient number of new con- 
tracts has been received to ensure that the present level of activity is carried 
into 1951. The orders so far announced include two intermediate passenger and 
cargo liners of 17,000 tons and six cargo liners. These orders will give better 
balance to a programme in which oil tankers have been predominating ; the 
absence of first-class passenger liner construction and the tapering-off of recon- 
version work has already caused reductions to be made in the numbers of men 
employed in the fitting-out trades. On the other hand, the shortage of plumbers 
and electricians has been severe enough to limit the rate of completions. It is 
obviously impossible at this stage to make any assessment of the effect of 
rearmamert on the shipbuilding and engineering industries. At present Messrs. 
Harland and Wolff are engaged on three aircraft carriers, including the large 
fleet carrier Eagle, but if these warships are to be given higher priority it is 
likely to be at the expense of merchant work. On the other hand, rearmament 
may well re-invigorate the aircraft industry which has suffered a decrease in 
output through cuts in military requirements and the policy of B.O.A.C. in 
dispensing with flying boats. 

In Northern Ireland, as in other parts of the United Kingdom, there has 
not always been sufficient elasticity to allow industries faced by an increase in 
demand to step up production. Sometimes there have been shortages of raw 
materials, sometimes shortages of special kinds of labour. This may seem 
paradoxical in an area where there is so much male unemployment, and the 
difficulties could certainly be eased if there was more mobility between different 
trades ; one suspects that artificially long periods of apprenticeship and other 
restrictive practices have been responsible for a good deal of the trouble. A 
more flexible labour force would be a more fully employed labour force, and 
there is no doubt that in the building industry in particular the long-term 
programme warrants the introduction of many more skilled or semi-skilled 
operatives. One must be careful, however, not to exaggerate the importance of 
bottlenecks and not to neglect how much has been achieved. Since 1939 the 
total volume of Northern Ireland's visible trade has expanded three-fold— 
statistics now being compiled are expected to show that it exceeded £350 
millions in 1949. Even allowing for the altered value of money, this represents 
a vast increase in productive and distributive trades. In no industry has the 
improvement been more noticeable than agriculture which is now in a state of 
comparative prosperity and ahead of the targets set for it under the five-year 
plan. It must not be forgotten that farming is the principal industry of the 
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Province, not only from the point of view of the numbers that it employs and 
supports but of the value of its production. 

In Northern Ireland, and in some of the development areas in Great Britain, 
there is a danger that the official policy of establishing new industries may 

incidentally pole the older export trades, perhaps by depriving them of 
ere sorts of labour. Some damage appears to have been done in Northern 
Ireland in this way since 1945 ; this should not be exaggerated, however, for 
it has been partly offset by the improvement in working conditions and wages 
that tends to ensue in face of competition for man-power. There is also no 
doubt that the importance of harmonizing the two policies—the diversification 
policy and the export policy ~is now fully recognized in official quarters. 
Needless to say, in a Province where more than 6 per cent. of the insured workers 
are unemployed (compared with about 14 per cent. in Great Britain), there 
should be enough labour both for a substantial increase in exports and for the 
manning of new factories. But great care must clearly be exercised in selecting 
and siting the new plants in order to prevent local shortages. It is also desir- 
able, if possible, to attract industries that will absorb a substantial proportion of 
male labour since light industries have already drawn heavily on the available 
numbers of women. This problem, too, is complicated by the fact that a good 
deal of the male unemployment is seasonal. 

In Northern Ireland, as elsewhere, it has often been asked why State 
assistance should only be given to new-comers. Why should existing industries 
not be helped as well ?. The Government of Northern Ireland has come to the 
conclusion that there is no satisfactory answer to this question, and the Minister 
of Finance has announced that the Government intends to introduce a scheme 
of grants for the re-equipment of factories where obsolescent plant is causing 
uneconomic production. This is being done, in part, as a measure of compensa- 
tion to existing industries adversely affected by the encouragement given to 
new ones. Details of the grants have yet to be worked out but it will be neces- 
sary for firms to show that new capital cannot be raised from their own re- 
sources or by other means. It is proposed that a “‘ substantial ”’ sum should be 
devoted to this purpose. 

There is, of course, a clear distinction between offering an inducement to 
attract new firms, which might not otherwise come to the Province, and offering 
to assist firms that a“ long since decided that this is where they can best 
locate their businesses. The latter policy seems to imply that there is a shortage 
of capital in the area. The Economic Survey suggests that investment in 
Ulster in 1950 may amount to £36 millions, including new outlays on plant 
and machinery. ( The largest item is for housing, which is now proceeding ata 
ey faster rate than in Great Britain.) Admittedly, the figures for small 
savings indicate that people are more thrifty here; net savings amounted to 
{I 10s. 8d. per head in the year to March, 1950, compared with net with- 
drawals of £1 6s. 4d. in the United Kingdom as a whole. There are, of course, 
no figures for total personal savings in the Province, but there is some evidence 
that they may be rather better than in the United Kingdom—although that 
isnot saying much. It has also been suggested that a substantial part of the 
personal savings invested in industry is exported because of the usual ten- 
dency to invest in the big companies whose securities are quoted on the London 
Stock Exchange. Many firms in Northern Ireland are private concerns that 
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may encounter difficulties in raising finance, especially when large sums are 
needed to cope with the devastating effects of death duty. The banks have 
made some special arrangements to try to close the local “ Macmillan gap ” 
and it will be interesting to watch developme nts both in this direction and 
from the Government’s subsidy policy. 

There is a feeling that if subsidies are to be given they should take a fairly 
general form. The most obvious possibility is some scheme for reducing freight 
rates on traffic across the Irish Sea. Such a policy may be regarded as unsound 
in principle on the ground that it would tend to distort the location of industry, 
But the same objection applies to the now accepted policy of assisting industry 
in the Development Areas. In view of the immobility of labour and the social 
loss involved in large-scale migration, it has been decided to assist new indus- 
tries in special regions. The subsidization of freights could be defended equally, 
Moreover, such a policy would not be open to the same criticism as the “ px \stali- 
zation ’’ of charges that has now become fairly common in British industry, 
It is one thing to reduce freights for a special reason, such as the needs of a 
Development Area, and another to average freight charges in such a way that 
they have no effect on location at all. 

The financial powers of the Provincial Government are, of course, strictly 
limited. The social services are maintained on much the same basis as in 
Great Britain, and in spite of some assistance from Whitehall, little is left over 
for local experiments when a substantial Imperial Contribution has been made. 
In his Budget statement in May the Minister of Finance estimated revenue for 
1950-51 at £63,577,000 and expenditure at £47,504,000, leaving an Imperial 
Contribution of £16 millions. This is £4 millions less than the Contribution in 
1949-50 and the lowest for any year since the war. The decrease can be attri- 
buted to a slight fall in revenue, to the rising cost of social services and a reduc- 
tion in the payments from the Treasury under the Re-insurance Agreements. 
At the same time, a number of economies have been introduced in line with 
national policy and on the ground that in a small area like Northern Ireland the 
social services, the Health Service in particular, can be administered more 
cheaply. To some extent, however, these are offset by the continued allowance 
made for eliminating the leeway in c: apital equipment of the Province. It 
will be observed that Northern Ireland is the only Development Area where 
the contribution to such general expenditure as defence and the national debt 
is shown separately, for this is what the Imperial Contribution is. It would be 
interesting to compare it with the contribution of other areas and to make a 
further allowance for the financing of social insurance funds and for assistance 
to local government. Unfortunately, however, data on this point is not yet 
available. 

Two general observations may be made in conclusion. First, there is 
heavier unemployment in Northern Ireland than in any of the other Develop- 
ment Areas and this should be a matter of concern to the Imperial authorities 
rn are trying to implement the new policies for full employment. Second, the 
population of the Province earns twice as many dollars per head as does that 
of Great Britain. If this trade is to be further developed in the general interest, 
then there is a strong case for arguing that the needs of the Province should be 
given sympathetic consideration in the event of any future collapse in these 
difficult markets. 
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The Linen Industry since Devaluation 
By G. A. E. Roberts 


HE last twelve months have been an eventful period for the Irish linen 
Ti ndustry. The outstanding change in its economic position was the 

devaluation of sterling in September, 1949. It was at once clear to all 
in the industry that linen exports to the United States would be stimulated 
by the fact that $280 would purchase {100 worth of linen after devaluation, 
where $403 had been re quired before. It was not immediately clear to the lay- 
man, however, that prices of raw materials imported from countries that had 
not devalued their currencies were bound to rise so sharply or that there 
would be such an insistent general upward pressure on costs. 

The linen industry of Northern Ireland tackled the problems set by devalua- 
tion with the same energy with which it has tackled all others in its history. 
The industry felt that the policy of expanding export volume at the lower price 
would be better in the long run than that of increasing the sterling prices of 
Irish linen and keeping the dollar price stable. The success of this policy can 
best be appreciated by reference to the Board of Trade Returns. During the 
first six months of this year the exports of linen piece goods from the United 


TABLE I 
LINEN EXPORTS FROM UNITED KINGDOM TO UNITED STATES 


(First six months of each year) 


1938 1949 1950 
Piece goods (square yards) .. ; ; 6,458,000 5,727,000 9,898,000 
- (value) .. 2% a : ; £340,538 £1,148,794 £2,031,640 
Damask table linen (value) .. ” £143,636 £234,488 £437,371 
Made-up handkerchiefs (dozens) sa P 65,423 65,870 156,466 
; (value) a , ‘ £15,680 £38,457 £89,883 


Kingdom to the United States amounted to 10 million square yards, compared 
with 6 million square yards in the first six months of 1949—an increase of 
about 70 per cent. On the other hand, the sterling value of these exports in 
the first half of 1950, as compared with the first half of 1949, shows that the 
average price per square yard has increased by only about 2 per cent. A more 
detailed comparison of experience in the first six months of 1938, 1948 and 
1949 will be found in Table I. 

The linen industry’s policy of giving full benefit from devaluation to the 
American consumer has undoubtedly paid in expanded business, but the 
industry’s costs of production have been steadily mounting and it is inevitable 
that prices will have to be increased. The industry has therefore launched a 
substantial campaign of consumer advertising and store promotion in the 
United States in an energetic effort to stimulate and expand the demand for 
Irish linen in that market. A feature of the new campaign was a National 
Irish Linen Week throughout the United States in May of this year. Depart- 
ment stores in the leading cities and towns were encouraged to promote displays 
and to feature advertisements of Irish linen during the week to coincide with 
the trade advertising ; reports received in Belfast indicate that the week was 
successful enough to justify consideration by the industry ‘of a repetition of 
the feature. The cost of the campaign this year was $200,000. This has been 
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raised partly by a levy on linen productions and partly by a grant from the 
Government of Northern Ireland. 

[If all the other markets to which Irish linen is exported were booming as 
the American market is, the industry would be in a very fortunate situation 
indeed. Unfortunately, however, many disappointments have been encoun- 
tered in other markets—especially Brz yzil and Argentina, where import regula- 
tions and restrictions have reduced the former volume of Irish linen imports 
to a trickle, as Table II shows. The British Empire overseas has also been rather 
disappointing in its demand for linen goods during the past twelve months, 
Without the expansion of American demand it would seem that unemployment 
in the linen trade would necessarily have been substantial. 

Some brief mention must now be made of raw material supplies. A notable 
development took place last year when the linen industry undertook to take 
up a fixed quantity of flax from flax growers in Northern Ireland at fixed 
prices. The agreement operates for three years. One of these has now elapsed, 
and as a result of the agreement some 4,000 tons of flax were purchased in 
Northern Ireland. The industry also made an arrangement with Eire flax 
growers whereby it undertook to acquire a substantial quantity of flax fibre 
from growers in Eire at fixed prices. The arrangement, which was made ona 
yearly basis, resulted in about 2,000 tons of flax being grown in Eire last year 
and purchased by the linen industry of Northern Ireland. A similar arrange- 
ment covers this year’s flax crop in Eire. 


TasBLe II 
LINEN PIECE GOODS EXPORTS FROM U.K. TO ARGENTINA AND BRAZIL 


\rgentina Brazil 
sq. yds.) (sq. yds.) 
months 1938 708,000 1,264,000 
1949 $29,000 3,304,000 
1950 ae a ° 112,000 474,000 


The importance of flax-growing in the economy of Northern Ireland is 
indicated by the fact that the liability undertaken by the linen industry in 
guaranteeing the flax crop in Northern Ireland last year represented an outlay 
by the ine aise of over {1 million. As already stated, the first year of this 
three-year agreement has now elapsed and the price for the flax for the 
remaining two years will be fixed on a basis that will give the grower in Norther 
Ireland a price that is 5 per cent. above the world price level. The liner 
industry has assumed this responsibility as an earnest of its conviction that a 
flax crop of a reasonable size should always be included in the agricultural 
economy of Northern Ireland 

days of dollar gaps and of national need for maximum exports, 
‘home market ’’, as the United Kingdom is called, can only 
onsidered after the last possible yard of cloth that can be exported has g¢ 
abroad. While the linen industry accepts that principle, it still realizes 
he home market has been in the past, and will be in the future, a most im] 
tant outlet for Irish linen manufactures. Although present conditions prevent 
the industry meeting more than a part of home market demand, linen mant- 
facturers look forward to the time when it will be possible to manufacture for 
and distribute in, the home market linen goods of the quality and quantity 
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International Banking Review* 


Argentina 

HE Argentine Government has issued a decree authorizing the release of 

60 million pesos to United Kingdom suppliers of railway equipment. The 

Argentine Railway Purchasing Commission in London, to which the money 
is being transferred, is given permission to liquidate pending commitments “ for 
such purchases of equipment and materials as have already been received in 
Argentina and put into use’’. The decree stresses the importance of maintaining 
constant supplies of such equipment; these supplies cannot be replaced by other 
types or obtained from any other country. This has been taken to mean that the 
decision has been prompted by special considerations and does not indicate that 
resent restrictions on the remittance of other payments arrears will be lifted. 

The Ministry of Technical Affairs has been authorized to resume publication 
of statistics for the first time since 1948. It has been explained that “ as Argentina’s 
fight for economic independence is already won there is no longer any need to fear 
the action of forces contrary to the national interest ’’. The Ministry has since 
published figures showing that in the first five months of the year Argentina had a 
favourable visible balance of 258 million pesos, as comps ired with an adverse 
balance of nearly 500 million pesos over the same period of 1949. 

A new tax Bill passed by the Senate raises the rate of taxation of the profits of 
foreign companies from 24 to 30 per cent. The rate for Argentine companies goes 
up from 15 to 24 per cent. The new rates of taxation on the earnings of foreign 
concerns apply whether the profits are sent abroad or not. The Bill also materially 
raises taxes for persons in the higher income brackets. 


Belgium 

The Government has obtained Parliamentary approval for a proposal to re- 
value the gold stock of the National Bank of Belgium to take account of the 
devaluation of the Belgian franc last September. The profit, which amounts to 
approximately Frs. 4,315 millions, will accrue to the State and the Finance Minister 
has stated that the money will be utilized chiefly to relieve the Special Budget for 
Public Works. The Government’s original intention was to finance expe nditure 
on public works out of loans, but recent developments are stated to have made 
such operations impracticable—up to August only Fs. 8,000 millions of the 
Frs. 24,000 millions required had been secured. The Government has promised 
to be careful not to compromise the stability of the Belgian franc in its use of the 
revaluation profit. 


I 


Brazil 


Ihe U.S. Export-Import Bank has granted a credit of U.S. $25 millions to the 
National Steel Company of Brazil. The money is to be used to buy American 
machinery to expand a mill in the State of Rio de Janeiro. The loan bears interest 
at a rate of 4 per cent. and is to be repaid over a period of 20 years. Payment of 
interest and capital is guaranteed by the Government and the Bank of Brazil. 


Ceylon 


[The Dominion Government has concluded an agreement with the United 
Kingdom to give relief from double taxation to incomes earned by residents of one 


* Other current international banking news is discussed in ‘‘A Banker's Diary '’, on pages 135-140. 
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ountry in the other. The pact is retroactive to Apml 1, 1950, and will reduc 
overall taxation from between 66 and 71 per cent. to between 55 and 58 per cent, 
The Ceylon High Commissioner in London has said that he has no doubt that 


sterling companies will utilize the larger part of the relief for re-equipment and 
modernization of existing businesses 
Chile 

\ Government decree has announced that a new rate of exchange of 50 pesos 
to the U.S. dollar will henceforth apply to imports of petrol, fuel oil, rubber 
cotton, agricultural machinery, motor and tractor parts, newsprint, yarn and a 
few other items. Adjustments have been made in the lists of imports financed at 
the rates of 31 and 4I pesos per U.S. dollar respectively, but the list of imports 
subject to the 61 pesos per U.S. dollar rate has apparently not been changed. 

In order to meet an increase of some 25 per cent. in national expenditure 
arising from increases in the salaries of Government staff, the Government intends 
to introduce some sweeping new taxes. Among the changes planned are the 
raising of taxes on incomes of more than a million pesos, the imposition of a new 
levy on the larger farming units and increases in taxes on property, cigarettes, 
petrol liquors, betting and on dividends on shares held in the names of nominees, 































Egypt 

In an effort to stimulate interest in the “ export accounts "’ system which the 
Egyptian authorities inaugurated earlier in the year (allegedly as a substitute for 
transferable sterling in financing triangular transactions), the Exchange Control 
has announced that it will be prepared to consider applications for payments in 
advance to the credit of an “‘ export account ’’. Permission will be granted on 
the condition that the bank making the application undertakes to ensure that not 
more than 80 per cent. of such payments are utilized or transferred to another 
‘export account "’ before the shipment of the goods. The use or transfer of the 
remaining 20 per cent. will be allowed only against the “ on board ”’ bill of lading. 
A recent issue of the National Bank of Egypt Bulletin has said that it will take 
some time before the technique and regulations are worked out for the “ export 
accounts ’’ system to function smoothly. It has also revealed that there are at 
present serious delays in connexion with such transactions so that exchange 
quotations are slightly below those for transferable sterling. 

Egypt has sold gold and dollars to the International Monetary Fund to the 
value of $8.3 millions in exchange for Egyptian currency. This is by virtue of 
Article 5 of the Fund’s charter, which requires a country showing an increase in 
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its monetary reserves to utilize part of the increase to re-purchase amounts of its 


‘urrency held in excess of 75 per cent. of its quota. Egypt originally paid 84 per 
cent. of its subscription to the Fund’s capital in Egyptian currency and later 
made a further sale of Egyptian currency to the Fund against U.S. $3 millions. 
The effect of the transaction just concluded will be to bring the Fund’s holding of 
Egyptian tga a down to 75 per cent. of Egypt's quota. 

Although approved by the Council of Ministers and passed by the Senate, the 
Bill soar the conversion of the National Bank of Egypt into a Central 
Bank failed to gain the assent of the Finance Committee of the Chamber of 
Deputies and has been held over until the new session of Parliament at the end 
of the vear. 

Prance 

[he policy of relaxing credit restrictions has been carried a stage further by the 
lecision of the National Credit Council to relax the obligation hitherto imposed 
on the banks to maintain their holdings of Treasury paper at not less than 95 per 
cent. of their holdings in 1948 and to invest 20 per cent. of any additional deposits 
in Treasury paper. The Council has also recommended that new efforts should 
be made to revive the stagnant market for long-térm capital. The Central Credit 
organization and the banks have been asked to follow a credit policy that will 
reconcile the requirements of monetary stability and the need to discourage 
unhealthy speculation with the necessity to encourage economic expansion. 

The amount of French bank notes which foreigners and French citizens may 
take out of the country has been raised from Frs. 25,000 to Frs. 50,000. The 
Exchange Control Office has also announced that favourable consideration will 
be given to applications by French shareholders to subscribe in foreign currency 
to anv new capital issues launched by a company whose registered offices are 
located in a member country of the European Payments _— 

An agreement concluded, between the Government and the Bank of France 
provides for the revaluation of the Bank’s gold at the current rate of Frs. 349.6 
per dollar. Hitherto the stock has been valued at the 1945 rate of Frs. 119. The 
profit, which will go to the Government, is estimated at Frs. 126,000 millions. The 
proceeds are to be used by the Government in part for ‘alr dollars from the 
Exchange Fund to refund, ahead of maturity, two private United States loans and 
in part to re-purchase certain Treasury bonds which the Bank had accepted in 
exchange for gold. Any residue is to be deposited with the National Sinking 
Fund to repay advances from foreign central banks in connexion with the European 
Payments Union. 

The Finance Ministry has concluded an agreement with a group of American 
banks providing for two loans to a total amount of $225 millions. The dollar 
proceeds are to be invested in American Treasury bills to be held by the lenders as 
guarantee. Title to the dollars will be held by the French Exchange Fund which 
will pay the French Treasury in francs and thereby ease its internal financing 
problem. 

Germany 

New regulations announced by the Bank of the German States widen the field 
open for the investment of foreign-owned D-mark balances. These balances may 
now be invested in securities not traded on Stock Exchanges in Western Germany 
or West Berlin. The sale of foreign-owned real property or non-monetary movable 
assets located in the West German Republic against payment in D-marks or 
against payment in a foreign currency outside Germany is now also permitted. 
A further statement has been promised concerning debts expressed in foreign 
currencies and the relationship of Reichsmark debts to D-mark debts, but no 
applications concerning such debts are vet being dealt with. 
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India 


The new Finance Minister, Sir Chintaman Deshmukh, has disclosed that the 
Government is examining the factors that are holding up the investment of 
foreign capital in India. Among the subjects that are under review are the effects 
of double taxation, the incidence of taxation and the lack of a treaty of commerce 
and navigation with the United States. The Minister stated that since the begin- 
ning of 1950 British concerns had invested a sum of about £173,000 in industrial 
and other undertakings in India in collaboration with Indians. He also stated that 
more than a dozen applications from overseas concerns for the establishment of 
companies in India were under consideration, including four from the United 
Kingdom, two from the United States and two from Anglo-American combines, 


Netherlands 


The Government has introduced legislation to facilitate the capitalization of 
company reserves. Henceforth dividends payable in stock will be subject only to 
the minimum 20 per cent. rate of income tax and will not be limited in amount. 
The new facilities apply only to the payment of dividends in the form of stock 
and may be used only when a company’s reserves do not fall below one-third of 


its net assets. 
New Zealand 


The Reserve Bank Amendment Bill introduced by the Government provides 
for the right to dictate the policy of the Bank to be taken from the Finance 
Minister and placed in the hands of an independent Government and Board of 
Directors. Restoration of Parliament’s right to debate any Government inter- 
ference with the Bank’s policy is also proposed. The Government has also sought 
approval for an amendment to the Reserve Bank Act which would remove the 
statutory requirement upon the Reserve Bank to maintain a minimum reserve of 
£33 millions against its demand liabilities. It is proposed that the amount of this 
reserve should in future be left to the discretion of the Bank’s Board. 








Pakistan 
The agreement concluded with the United Kingdom covering the use of the 
Dominion’s blocked balances in the year to June 30, 1951, provides for releases oi 
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{15 millions for the purpose of covering any general deficit in Pakistan’s payments. 
In addition, further sums not exceeding {2.5 millions are being granted to meet 
Pakistan’s exceptional requirements up to the end of September arising from the 
prese nt state of her trade and payments with India. A review of the latter pro- 
vision can be requested by Pakistan should it not be found possible to re-establish 
normal trade and payments relations with India by the end of September. As a 
result of the decline in Pakistan’s earnings caused by the trade deadlock with 
India the agreed sterling release of £17 millions for 1949-50 proved inadequate; 
additional releases of £14 millions were therefore made. 


Philippines 

In an attempt to encourage foreign capital to participate more extensively in 
Philippine economic developme nt, the Philippine exchange control authorities 
have announced that foreign concerns will be permitted to transfer abroad each 
year up to 30 per cent. of capital investment made in the Philippines from the 
beginning of 1950. Investment made before the beginning of 1950 continues to 
be subject to the previous ruling limiting the remittance of profits and dividends 
to not more than 10 per cent. of net profits or to ro per cent. of the capital stock 
whichever is the larger; in no case, however, are such remittances allowed to 
exceed the average amount of profits and dividends remitted in the past two years. 
For the purpose of the new decree the term “ capital investment ”’ comprises fixed 
assets or capital stock outstanding, whichever is the larger. The percentage of 
fixed assets to be considered as foreign capital investment in the case of corporations 
will be related to foreign participation in the capital stock. 


South Africa 


The Minister for Economic Affairs, Mr. Louw, has stated that an arrangement 
whereby the Union would sell gold to Britain “ periodically and regularly ”’ to 
the value of {50 millions per annum was reached during the trade and finance 
talks between the two countries in London. He asserted that the sum had been 
decided upon in the expectation that Britain would be able “ to meet the Union’s 
desire that the sterling area should be able to earn the gold it needs by exports to 
South Africa’. The London talks were principally concerned with the effect on 
the payments flow between the two countries of South Africa’s proposed changes 
in import licensing in 1051. 

Spain 

[he Government has given permission for the operation of a limited “ free ”’ 
foreign exchange market on the Madrid Stock Exchange for an experimental period 
of two months from August 1 last. The currencies that may be traded on the 
market include sterling and most European soft currencies as well as the United 
States dollar and the other principal hard currencies. Exchange operations arising 
from certain kinds of invisible transactions, including tourist payments and capital 
transfers, may be negotiated on the free market as well as a certain amount of 
business arising from merchandise operations. No transaction may take place 
unless it is specifically authorized by the Ministry of Industry and Commerce and 
channelled through the Foreign Currency Institute (either directly or through 
officially registered agents of the exchange control). 


United States 
The Federal Reserve Bank of New York has announced an increase in discount 


rate from 1} to 13 = cent. The rate adjustment itself is not expected to influence 
the credit posit ion 1 the United States materially, but it is probably a sign that 
























































O4 THE BANKER 


Reset \uthorities intend to press forward with open market operations as 
their disinflationary programme. 


\ survey of the monetary situation carried out by the Federal Reserve authori- 
ties shows that bank credit and monetary expansion, after being halted in 1948 and 
the first half of 1949, was resumed in the year to mid-1g50. At June 30 last 
privately-held deposits and currency are estimated to have amounted to a new 

k of $170 billions, some $4.5 billions over the level a year before, 
(he rapid expansion of bank credit in recent months is stated to have resulted 
primarily from the rising volume of loans granted to finance purchases by the 
public of houses and consumer goods, particularly motor cars. The expansion of 
yank credit is said to have been a contributory factor to, as well as a result of 


the rise in US. business activity. 





Appointments and Retirements 


Barclays Bank_-/ n Barnet: Mr. [. Jar nes, from West Streatham, to be manager. Hi 
Holly 1 Mr. H. A. Hodges, from King’s Cross, to be manager. New Southgate: Mr. R. Hyde 
from Gants Hill, Ilford, to be manager Baldoe Mr. J. H. Culpin to be manager. Cardiff, 


St. Mary Street: Mr. |. N. Hyde, assistant manager, to be manager; Mr. R. Hughes, from Roath 
to be assistant manager. Chep v: Mr. M. R. Morgan, from Treharris, to be manager. Liverpool 
Water Street: Mr. |. |. Whitehead, assistant inspector, to be assistant manager. Milford Haven 
Mr. R. C. Mogtord, from Chepst ow, to be manager Newcastle-on-T yne, Graingey Street: Mr 
F. C. Ward, from South Shields, to be manager. Penzance and Isles of Scilly: Mr. F. G. Thomas, 
from St. Ives, to be manager. Preston: Mr. C. R. Hall, from Water Street, Liverpool, to be 
manager. St. lves, Cornwall: Mr. L. P. Northey to be manager. South Shields: Mr. A. G. Harri- 
son, from Berwick-on-Tweed, to be manager. Streathan Mr. F. C. Wells, from Friern Barnet 
to be manager on retirement of Mr. J. A. Billes 

Clydesdale & North of Scotland Bank—Strathdon: Mr. A. Emslie, from Aberlour, to be 


manager Torphin Mr. J. Smith, from Strathdon, to be manager in succession to the late 
Mr. Wm. Kemp lybroath: Mr. T. M. Paterson, joint manager, to be sole manager on retirement 
of Mr. J. D. McCulloch. Kelso: Mr. Wm. P. Forrest, from Dumfries, to be manager of this new 


branch. Blairgowrie: Mr. Wm. D. Mitchell, from Commercial Road, Aberdeen, to be manager 
on retirement of Mr. J. Sharp. Workington: Mr. F. C. Hunter, Head Office, to be manager on 
retirement of Mr. W. D. Reid. Greenock, East End: Mr. T. S. McGill, assistant inspector, to be 
manager. Glasgow, Gallowgate: Mr. D. P. G. Macgregor, from East End, Greenock, to be manager 
on retirement of Mr. J. McPherson. Falkirk, Newmarket Street: Mr. J. Morton, joint manager 
to be sole manager, on retirement of Mr. J. Allan. Thuyvso: Mr. McGregor Malcolm, from Melville 
Street, Edinburgh, to be manager on retirement of Mr. A. M. Mackenzie 

District Bank —Tunbridge Wells: Mr. E. G. Dudley to be manager 

Lloyds Bank—Head Office—Chief Inspector's Dept.: Mr. D. S. Evans, from Highbridge, to be 
an inspector on retirement of Mr. H. O. P. Hammond; Staff College: Mr. E. Everest, from Putney, 





S.W., to be an instructor; Training Centre: Mr. E. J. Hinde, from the Staff College, to be bursar 
1shbourn Mr. G. Holmes, from Wirksworth, to be manager on retirement of Mr. G. S. Ball 


A shby-de-la-Zouch: Mr. H. R. Pocock, from Bletchley, to be manager on retirement of Mr. G.$ 
Brearley. Birmingham, Handsworth: Mr. R. A. Smith, from Burslem, to be manager on retire- 
ment of Mr. G. A. Faulkner. Bishop's Waltham: Mr. J. B. Winter, from Maidstone, to be manager 
Bournemouth, Malmesbury Parl Mr. W. B. G. Bown, from Chester, to be manager; Winton 
Mr. L. E. Bickel, from Malmesbury Park, to be manager. Burslem: Mr. A. B. F. Pilkington 
from Hanley, to be manager. Cheste Mr. D. H. Plimsoll, of the inspection staff, to be 

manager. Downham Market: Mr. W. T. Peacock, from Wisbech, to be manager on retirer 
of Mr. I. W. H. Browne. Jerse Ir. N. A. T. Pincott, a sub-manager, to be assistant mana 
Maidstone: Mr. H. W. F. Johnson, D.S.C., of the inspection staff, to be sub-manager. Ne 
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m-Tyne, Grev Street: Mr. C. D. Shepherd, from Quayside, Newcastle-on-Tyne, to be sub-managet 


Southsea, Albert Road: Mr. C. C. H. Greaves, a controller, Advance Dept., to be manager. Thet- 
ford: Mr. H. G. Burns, M.B.E., from Bury St. Edmunds, to be manager on retirement of Mr 
G. N. Chennell. Torquay, Torve: Mr. J. Gillet, of Torre, Torquay, to be manager on retirement 
of Mr. W. K. R lippet. Watford, St. Albans Road: Mr. A. Harwood, from St. Albans, to be 
manager on retirement of Mr. J.S. M. Carnon. Wirksworth: Mr. W. C. Cragg, from Nottingham 
to be manager 

Martins Bank—Liverpool—Canning Place: Mr. M. Mattocks to be manager; Speke and Hunt 
Cro Mr. A. M. Elliott to be manager. Bootle (Lancashire): Mr. H. A. Thomas to be manager 
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Carlisle: Mr. T. H. yndon to be assistant manager. Longfield: Mr. J. Gordon to be manager 
Manche Nd Traf ond: Mr. A. W. Sanders to be manager 
Midland B: nr —Head Office: Mr. G. H. Tipping, from City Square, Leeds, to be superintendent 
§ branches. London, Overseas Branch: Mr. G. Dale-Smith, manager of Foreign Br ve 
pool, to uccountant (Personnel Blackpool—Bond Street, South Shore Mi F ym. 
Highfield Road, Blackpool, to be manager on retirement of Mr. C. Bamford; Highfiel ad, 
On ; Mr. W. H. Hughes to be manager. Leeds, City Square: Mr. J]. Hardy, from West 
to be assistant manager. Liverpool, Foreign Branch: Mr. E. G. Grimbly, of Foreign 
Birmingham, to be manager. Preston, Fishergat Mr. K. M. Rollison, superintendent 
hes, to be manager on retirement of Mr. H. W. Bond West Hartlepool: Mr. J]. A. H. 


Smamer 4 ye Manager. 
National Bank of aie -Edinburgh, Corstorphin \ branch has been opened at r21tb St 


John’s Road, Corstorphine, Edinburgh, under the managership of Mr. A. R. Johnson. London 
Ofice: Mr. Alexander Dowie, joint manager, to be sole manager on retirement of Mr. W. R 
Gilchrist Greenock: Mr. J. P. Livingstone, from Prestwick, to be manager on retirement of 
Mr. A. G. MacGibbon. Prestwick: Mr. W. R. McCreath, from Tain, to be manager. Tazi: Mr 


A. J. H. Riley, from Inverness, to be manager 
Union Bank of Australia—Colonel A. Terence Maxwell, T.D., deputy chairman, has been 
appointed chairman in place of Mr. Hugh D. Flower, who, for reasons of health, has resigned 
London Office: Mr. W. J. Parr to be sub-manager 

Westminster Bank—Sir William H. Coates has been ippoint lad puty chairman 
Office (41 Lothbury, E.C.2): Mr. H. E. Black, deputy staft controller, to be staff controller on 
retirement of Mr. L. F. Tremeer; Mr. E. G. Gillham, from St. Leonards-on-Sea, to be an inspector 
of branches: Mr. T. S. Smith, from Nottingham, to be a controllers’ assistant Crewkerne: 
Mr. M. G. Scutt, from Somerton, to be manager on retirement, on account of ill health, of Mr. 

M.G. Rosser. Euston Road: Mr. C. L. Gorringe, from Westbourne Grove, to be manager. Gil! 

ham, Kent: Mr. S. D. Horton, from Worthing, to be manager on retirement, on accour t of i 
health, of Mr. G. T. Hamilton. Gravesend and Tilbury Docks: Mr. N. J. Chambers, from She ‘rness, 
to be manager, on retirement of Mr. G. R. Guy. Holloway and Hornsey Road: Mr. J. C. Woolley 
an inspector of branches, to be manager on retirement of Mr. L. S. Haskins. Leeds: Mr. S. W 
Blachford, a controllers’ assistant, to be manager’s assistant. Sheern Mr. J. C. Campbell 
from Walmer, to be manager. Somerton: Mr. A. G. Robbins, from Midsomer Norton, to be 
manager. Westbourne Grove: Mr. L. S. Household, from Station Road, Harrow, to be manazer 
Williton: Mr. G. F. Clark, from Keynsham, to be manager 





H 


lead 


Obituary 


Lord Wardington of Alnmouth 


The de of Lord Wardington of Alnmouth at the age of 81 has deprived 
British come - a sturdy and revered figure of the older school. Mr. J. W. 
Beaumont Pease, as Lord Wardington was known before his elevation to the 
peerage in 1936, started his career as a member of the old-established Newcastle 
house of Hodgkin Barnett & Co. When this house was merged into Lloyds in 
1903, Mr. Pease was appointed to a seat on Lloyds’ board; he became chairman 
of Lloyds in 1922 and held that office until his retirement in 1945. He continued 
to play an active réle in British banking, as chairman of the Bank of London and 
South America, until the end of 1947. Outside business hours Lord Wardington 
won a wide reputation as an amateur golf international for England 


Mr. G. P. A. Lederer 


[he City last month also mourned the death of Mr. Gerald Lederer, chief 
general manager of the Midland Bank between 1943 and 1946, who died suddenly 
: July 26 at the age of sixty-five. Mr. Lederer entered the bank’s service at 
he Dale Street, Liverpool, branch in 1899 and came down to London in 1921 
sie a most distinguished war career, in the course of which he had won the 
Military Cross and attained the rank of major. During the 25 years which elapsed 
between then and his retirement owing to ill health in 1946 he became a well-known 
and wide ly respected figure in London banking circles. 
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| = =Guaranty Trust Company 
of New York 


Phrough its London offices. the first of which was opened in 


1897, through its offices in New York and Europe and its 





correspondents in all principal countries, this bank is able 
to provide its customers with world-wide banking facilities 


designed to meet their every requirement. 


LONDON OFFICES: 












Main Office Kingsway Office 
32 LOMBARD STREET, E.C.3 BUSH HOUSE, W.C.2 





Head Office 
140 BROADWAY, NEW YORK 








PARIS BRUSSELS 


Incorporated with limited liability in the state of New York, U.S.A. 








THE NATIONAL CITY BANK 
OF NEW YORK 


Founded 1812 







Head Office: 55 WALL STREET, NEW YORK 








London Offices: 
117 9LD BROAD STREET, E.C.2 11 WATERLOO PLACE, S.W.1 





Incorporated with limited liability under the National Bank Act of the U.S.A. 














Years and 
Quarters 


1940 
1947 
1948 : 
I 
II 
III 
IV 


Total, 1948 


1949 : 
I 

II 
III 
IV 


Total, 1949 


1950 : 
I 
II 
Year to Ord 
Mar. 3! Exp 
{m. 
1938 898 .1* 
1939 1054.8* 
1940 1809. 7* 
1941 3867 2 
1942 -+ 4775-7 
1943 5023.2 
1944 5795.4 
1945 0057.6 
1946 5474-8 
1947 3910.3 
1948 3187.1 
1949 3152.8 
1950 3356.6 
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Banking Statistics 


Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Financed by : 


Net 
Deficit 


+ 40 
+180 


Ord. 
Rev. 
fm. 
872. 
927. 
1049. 
1408. 
2074. 
2819. 
3038. 
3235. 
3284. 
3341. 
9 


3844 


4000, 
3924. 
*Allowing for loan expenditure 


Ways and Means Advances: 
Bank of England 
Public Departments 


Treasury Bills 
Tender 
Tap 


Treasury deposit receipts .. 


U.S. and Purchases S. 
‘anadian 


( 


6 


Nn WwW 


¢ 


=e inh = 6 


nw 


6 


oO 


Credits 
1123 
3273 





Ordinary Revenue and Expenditure 


Deficit 


{m 
25.5* 
127.5" 
760.5* 
2458.3 
2701.6 
2803.3 
2749-9 
2819.7 
2190.3 
569.1 
657.8t 
853.8t 
507-4 


from 
I.M.F. 


240 


88 


16 





Reserves 
at end of 








Floating Debt 


\ug 


1949 


ém. 


2300. 


2237. 


2¢ 


Oo 


3 


1159.0 


0053.5 





African Change Period 
Gold E.R.P. in 
Loan Reserves 
- 220 2696 
- - — 6158 2079 
325 162 2241 
- 59 — 321 1920 
- 163 — 143 1777 
- 430 79 1550 
325 682 —- 223 1856 
- 325 560 1912 
— 340 - 202 16051 
- 284 — 225 1425 
— 246 263 1688 
—- 1196 — 168 1688 
~ 2290 2G6 1954 
— 240 435 2422 
By Ord. Ord 
Quarters Exp Rev Deficit 
£m fm fm. 
to47 i «.« «61226.90 1261.5 32.6t 
I] 619.8 840.1 220.3f 
Ad. 808 .3 807.5 0.7 
ye 736.1 761.5 25.4t 
1948 I 1023.0 1435.8 412.8t 
IT 613.8 794.8 181.ot 
III 751.4 5 Ie 80.2t 
IV 791.4 802.7 £r.37 
moq9 1 .. 996.2 1577-9 581.7f 
: 2 ee 754.0 750.7 2.8t 
bs 833.0 820.7 i234 
iv. 823.7 811.0 12.7 
1950 Bi ais 940.0 1536.3 590. 3¢ 
is 725.2 768.8 43.5f 
+ Surplus 
July 29 Aug. 5 Aug. 12, Aug. 10, 
1950 1950 1950 1950 
ém. {m. fm. {m. 
382.5 374.5 of 410.8 
3140.0 3140.0 3140.0 3140.90 
1909.4 1934.9 1930.0 1921.2 
405.0 405.0 405.0 430.0 
5897.3 5854.3 5854.7 5902.0 





THE BANK OF BERMUDA, LTD. 


HAMILTON 


Somerset St. George’s 


CAPITAL £125,000 
TOTAL RESERVES £287,625 
TOTAL RESOURCES £5,652,863 


Complete Banking and Trust Facilities . Rea! Estate Division 


Sole Depository of the Imperial Government in Bermuda 





“BOTH WAYS” 


This hardy evergreen of life assurance, designed specially for young men, is 
more than ever the policy of the moment. Let it help to smooth your road 
through the years of endeavour ahead. You will put yourself under no 
obligation by writing for full details to 


SCOTTISH WIDOWS’ FUND 


\ 
Head Office: 9 St. Andrew Square, . London Offices ; 28 Cornhill, E.C.3 
Edinburgh, 2 d 17 Waterloo Place, S.W.1 





TO BANK MANAGERS 
Please consult us—we have been established 
since 1772 — regarding your customers 
JEWELLERY, SILVER, COINS and MEDALS. 


We will gladly advise you free of charge 


SPINK & SON, LTD. 


By Appointment i | 
| By Appountm 56 and 7 King Street, Tel.: WHItehall 5275 | 


H.M. The King St. James’s, LONDON, S.W.1 4 lines 





BOWMAKER LIMITED 


For Export and all other Types of Credit 


| OUR FACILITIES SUPPLEMENT THOSE of the JOINT STOCK BANKS | 


BOURNEMOUTH: LONDON : 
BOWMAKER HOUSE, LANSDOWNE. 61 ST. JAMES’S STREET, S.W.1. 
Tel: Bournemouth 7070, Tel: GROS. 6611/6619. 

AND BRANCHES. 





BANKING STATISTICS 
Treasury Deposit Receipts 
Raised Redeemed Outstanding?+ 
{m. {m. ém. 

1948 Dec Cele oe o° 260.0 181.0 I5I1. 

1949 March 31 .. +. +. 4-5 158.5: 1135-5 
June 30 .. ee ee 8. 194 1243.5 
Sept. ; +: +. .. 258. gil. 

Oct. es os oe 50. 183. 778. 
Nov. 2 ae wie sae 85. 208.5 754. 
Dec 3 os os 2 ‘ 142.5 oe ye 

1950 Jan at és a 288. § 583.5 
Fel rs : ans . . Sq. 494-5 
March 3 . oe ee — 29.5 405. 

April , : ‘ aa 60. 455- 
May ad ee es os 110.0 Eos. 400. 
June 3 nial ; 140.0 190. 350.0 
July 29) a 105.0 50.0 405.0 

* Periods ended on last Saturday in each month, except at final month in each quarter. 

+ The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 

1950 Net New 1950 Net New 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
Feb ‘ — 40.5 - 40.5 May 20.. 40.0 40.0 — 


3.0 - 3.0 “~ 27 «« 20.0 30.0 10,0 





June 3.. 40.0 50.0 10.0 
30.0 40.0 10,0 
40.0 50.0 10.0 
30.0 50.0 20,0 


Mar 


April in = J uly oe a 25.0 
pe ma = , a 30.0 


25.0 


Aug. 





.O me 
* Unofficial figures. 


AKTIEBOLAGET JORDBRUKARBANKEN 


Funds 60 million Sw. Kronor 


Head Office: Stockholm 57 Branch offices 


* 


Name will be changed from Jan. Ist, 1951, to 


SVERIGES KREDITBANK AKTIEBOLAG 
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Bowater mark... 


THIS IS A NEWLY registered trade mark — symbolic of the drive, 
integrity and world-wide service which are associated with the 


Bowater Organisation. 


THE SUBSIDIARY COMPANIES of the Organisation in this 
country which sell the production of the Bowater paper and board 
mills, either in original or converted form, have been recorded, by 
entries made in the Trade Marks Register. as Registered Users 


of the mark. 


IN ADDITION TO being used to identify goods manufactured 
by or for its registered proprietors, the mark will appear on the 
properties and equipment of the Bowater Organisation and as an 


vdvertising symbol. 


THE BOWATER PAPER CORPORATION LIMITED 


registered proprietor of the trade mark for the home market) 





BOWATERS SALES COMPANY LIMITED 
registered proprietor of the trade mark for export markets) 


Q PARK PLACE, ST. JAMES 4 LONDON, S.W.I. 
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UNITED 
DOMINIONS TRUST 


SERVICES TO COMMUNITY 


MR. J]. GIBSON JARVIE’S SPEECH 


HE twenty-eighth annual general meeting 
of the United Dominions Trust Ltd. was 
held in London on August 14 


Mr. J. Gibson Jarvie, the chairman, in the 
course of his speech, said: The parent com- 
pany is a banking concern and holds the shares 
of several subsidiaries, certain of them being 
specialised financing companies restricting 
their operations within particular industries 
Our several but related activities create a 
unique and—subject always to Government 
policy and tactics—profitable arrangement for 
stockholders, as the following information will 
show 


At the end of the last financial year the 
figure of total group outstandings increased by 
{2,274,200 to 412,682,156 or by roughly 22 per 
cent. Investment income at £609,375 was 
practically the same, but gross profits of the 
group (excluding investment income) increased 
by £117,712 to £456,873 or by nearly 35 per 
cent As the average cost of money 
practically the same, and despite an increase 
in numbers of staff of 159 and in salaries and 
wages of £60,448 or about 24 per cent., these 
figures indicate a saving in other expenses as a 
percentage of expenses to total 
standings 


was 


these out- 


NEED FOR FURTHER CAPITAL 

rhe time is approaching when, subject to the 
ipproval of the Capital Issues Committee (to 
whom we have already made application), the 
issued capital must be increased if we are to 
respond to the expanding demand for our 
Through the varied facilities we 
furnish to industry and commerce we have 
rendered invaluable service to the country. 
Given reasonable freedom of action, under any 
sort of ordinary conditions, we can be of still 
greater and essential use to the community 


services. 


To maintain and even improve our already 
strong position on our present capital resources 


is, your board believe, something which we are 
entitled to expect. But the point is that the 
companies comprising our group are rendering 
vital services to the community; and if we 
desire, as doubtless we all do, that the country’s 
production and standards should improve and 
our national wealth grow, then your group of 
companies in common with the other concerns 
responsible for or contributing to that growth 
and improvement must also grow. 


That we can make records in spite of these 
conditions is a tribute solely to private enter- 
prise; to the team-work within your company; 
to our economical administration; and to the 
goodwill of our customers. May I remind you, 
as stockholders, and may I also remind the 
Government that Great Britain and our Empire 
with all our accumulated wealth and strength 
and prestige were built on private enterprise 
under the capitalist system. 


When the war ended the Government's duty 

and their great opportunity—was to create 
the conditions under which we, as a nation, 
could replace the capital destroyed by the war; 
refill the depleted national treasure chest; re- 
establish our position as the world’s bankers; 
rebuild our invisible exports; maintain our 
armed strength; and, generally, recover our 
old place as a world power. But it was not to 
be. That grand comprehensive objective was 
subordinated to the Socialist ideal of a regi- 
mented State based on exploded Marxist 
theory 


GOVERNMENT'S OBJECT 


The present Government promised immedi- 
ate demobilisation; high wages and short 
hours; and unlimited social services. They set 
out to kill capitalism—the only system which 
could have made their grandiose schemes even 
remotely possible. They are still determined 
to kill private enterprise; they are out to 
punish by penal taxation those who may have 
inherited fortunes and those who may have 
been diligent enough to build fortunes in 
happier days 


Surely we must see that, if we wish to regain 
our pre-eminence and to recreate the wealth- 
producing services on which even the main- 
tenance of our common standard of living 
depends, the class vendetta of the Socialist 
Government against the producers of wealth 
as exemplified by punitive taxation and 
Government controls—must cease before con- 
sequential inertia sets in 


If our country is to survive, and with it 
your group of companies as an integral part, 
| believe it is essential that a change of Govern- 
ment economic policy cannot longer be delayed 


The report was adopted 
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For the period under review our sales and 
profit, as shown, have increased steadily. In 
each post-war year our target has been super- 
seded and our current year has opened with a 
substantial amount of unexecuted orders, while 
fresh orders received our books were 
closed are well ahead of previous years. How 
long this will continue it is impossible to say. 
I make no prophecy or promise, and can only 
assure you that we shall continue to do our 
utmost in the interests of the shareholders, as 
well as of the staff, to build up reserves and 
maintain dividends 
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During the year extended our con- 
tributory pension scheme to cover the work- 
men in Australia and in our main factory, where 
of those eligible to participate it is gratifying to 
know that 100 per cent. took advantage of our 
oner 

Such success as we have achieved is due to 
a variety of causes. Apart from the directing 
policy I attach the greatest importance to the 
manner in which our representation, both at 
home and abroad, is carried out. Our re 
presentatives, who have visited many different 
countries during the year, have displayed great 
energy and initiative and have been loyally 
backed up by those at home, whose duties, 
while less sensational, are nevertheless necessary 
and have contributed much to the consolidation 
of a good team. 

At a Wolverhampton works, our director, 
Mr. R. S. Ruston, has been ably supported by 
Mr. R. S. Long, and together they have kept 
constantly before them the vision of improve- 
ment of quality and reduction of cost. The 
craftsmen, mechanics and machinists have re 
sponded well to our requests for increased 
effort and quicker production. 

The spirit of interdependence of interests be- 
tween representatives, office and workers grows 
still stronger, and strengthens my belief that 
when trade flows along its normal and un- 
hampered channels we shall then know an 
era of considerable prosperity. 

On behalf of the directors, may I thank every 
employee for his or her contributions to the 
satisfactory results of the past year. 
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